



BIG BUSINESS 



A Iso'by 

PETER F, ERUCKER 


THE FUTURE OF INDUSTRIAL MAN 
TUB END OF ECONOMIC MAN 



BIG BUSINESS 

A Study of the Political ProblemR 
of American Capitalism 


BY 

PETER F. DRUCKER 



HEINEMANN LTD 


WILLIAM 

r O N D O N 


TORONTO 



FIKST PUBLISHFD I947 


I HIS lUJOK IS PRODITCKD IN COMPLETE 
CONFORMITY WITH THE AUTHORISED 
ECONOMY STANDARDS 

PRINTED IN GREAT BRITAIN AT THE WINDMILL PRESS 
KINGSWOOD, SI RRFA 



C O N T E N T S 


PREFACE viii 


I. CAPITALISM IN ONE COUNTRY i 

Capitalism in one country. The prolit motive 
Big business The large corporation as autonomous. 

Its function in society Can the two be harmonized? 

Idealism and pragmatism, both leading to totali> 
tananism. 

II. THE CORPORATION AS HUMAN 

EFFORT 21 

1 . Organization for Production 2 1 

Experience in the war The problem of leader- 
ship. Kecruiting and training. Specialists and 
“generalists" l*ohcy and initiative A yard-stick of 
efficiency 

2. Decentralization .12 

General Motors* policies Line and staff An essay in 
federalism. Central and divisional management. 

Service staffs. Bonuses The “Sloan meetings”. 

Freedom and order Base pricing Competition in 
the market. 

3. How Well Does It Work? 72 

The conversion to war i)ioduction Keconvcrsion to 
peace-time work. Isolation of the top executives 
Customer relations. Dealer relations Comraunily 
relations General public relations 

4. The Small Business Partner 99 

New-car sales and the used-cai market 'fije dealer’s 
franchise I.oans to dealers 


5. Decentralization as a Model? 1 1 5 

Decentralization for other industries. The Fisher 
Body Division Chevrolet. The competitive market 
check. The production of leaders. 


V 



VI 


CONTENTS 


III. THE CORPORATION AS A SOCIAL IN- 
STITUTION 

1. The American Beliefs 

Equal opportunity. Uniqueness of the individual 
"Middle-class" society. Are opportunities shnnk- 
ing? Emphasis on education. Dignity and status in 
industrial society. Assembly-line "monotony". The 
failure of paternalism. Can the unions do it? 

2. The Foreman: The Industrial Middle Class i 

I'he foreman. Ills opportunities The "forgotten 
man". The drive to unionize foremen 

3. The Worker r 

The worker's industrial citizenship Training The 
plant community. I -essons of the war Flexibility of 
mass production The worker's pride and interest 
Inventiveness "Social gadgeteering " Suggestion 
plans. Plant services. Ihe wage issue The stnke 
against General Motors Prohts, pricing and wages 
The annual wage. Collectivism not the answer 
Worker's participation in management 


1 V. ECONOMl C POLICY IN AN I NDUSTRI AL 

SOCIETY 21 

1. Tlic “Curse of Bigness" 211 

5>ocicty's stake in coiq^oration policy Monopoly. 

The old theories. Supply and demand. Efforts to 
regulate The "curse of bigness". Economics and 
technological necessity. General Motors service staffs 
Policy-making and long-term interests Social 
stability 

2. Production for “Use” or for “Profit”? 231 

Risks. Expansion. Capital requirements The profit 
motive "Creative instincts " The lust for power. 

The market theory. Price Economic wants. 

‘ Economic planning." Social needs The market as 
yard-stick. Individual wants. The socialist counter- 
argument Self-interest 



CONTENTS 


3. Is Full Emplo^TTicnt Possible? 

Depressions. The business cycle Public works pro- 
grammes The challenge to business leaders. The 
calendar year strait jacket. Cyclical taxes. Reserve 
for emplo>Tnent funds UnemplovTncnt insurance. 
Union wage policies Capital for new ventures. 
Economic policy for a free-enteipnse society. The 
threat of total war. 


INDEX 



VI 


CONTENTS 


III. THE CORPORATION AS A SOCIAL IN- 

STITUTION 1 31 

1. The American Beliefs 131 

Equal opportunity. Uniqueness of the individual 
“Middle-class" society. Are opportunities shrink- 
ing? Emphasis on education Dignity and status in 
industrial society Assembly-line “monotony" The 
failure of paternalism Can the unions do it^ 

2. The Foreman: The Industrial Middle Class 164 

The foreman IIis opportunities The “forgotten 
man" The drive to unionize foremen 

3. The Worker 176 

The worker's industrial citizenship Framing The 
plant community. Lessons of the war I-'lexibility of 
mass production The worker's pride and inte rest 
Inventiveness “Social gadgeteenng " Suggestion 
plans. Plant services. The wage issue The stnke 
against General Motors. Profits, pricing and wages 
The annual wage Collectivi.sm not the answer 
Worker’s participation in management 

IV. ECONOMIC POLICY IN AN INDUSTRIAL 

SOCIETY 211 

1. The “Curse of Rign css'' 21 I 

Society’s stake in corporation policy Monopoly. 

The old theories Supply and demand Efforts to 
regulate The “curse of bigness". Economics and 
technological necessity General Motors service staffs 
Policy-making and long-term interests Social 
stability 

2. Production for “Use” or for “Profit”? 231 

Risks. Expansion Capital requirements The profit 
motive “Creative instincts " The lust for power. 

Fhe market theory Price. Economic waints 
“Economic planning “ Social needs. The market as 
yard-stick. Individual w'ants. 'The socialist counter- 
argument Self-interest 



CONTENTS 


3. Is Full Emplo^TTient Possible? 266 

Depressions. The business cycle. Public works pro- 
grammes. The challenge to business leaders. The 
calendar year strait jacket. Cyclical taxes Reserve 
for employment funds. UnemplovTnent insurance. 

Union wage policies Capital for new ventures 
Economic policy for a frce-enteiprise society. The 
threat of total war. 

INDEX 295 



PREFACE 


Once upon a time a young man set out to write the 
definitive book on China. He prepared himself by 
studying all that had been written on the subject. He 
learned the language. And so great became his reputation 
as an expert on China that a publisher gave him a most 
advantageous contract and a big advance. Thus prepared, 
he landed in Shanghai one fine morning. He spent a 
pleasant day calling on some people who had been 
recommended to him as wdse in the ways of the country 
and h(* w’as dined and wined wherever he w'cnt. He 
returned to his liotel late at night, but could not go to 
sleep. His head almost burst with ideas. Finally, in the 
false dawn, lie got out of bed again to jot down a few of 
tlu-se thoughts. When he rose from his desk twelve hours 
later, he had a most comprehensive, most beautiful 
outline; the book was done except for the transcription of 
his mental shorthand. He only needed a few minor 
statistics on some unimportant point. “Well,’' said the 
young man to himself as he read over his outline, “one 
day's delay won't m<ike much difference; I miglit as well 
get those figures to-morrow so that I won’t have to 
interrupt my writing later on.” That was forty-sLx years 
ago; last heard of the young man — now a very old man — 
was still looking up a few minor details and figures. 

The subject of this book, the social and political 
problems of industrial society, is fully as big as China and 
even less known. My qualifications for writing it arc vastly 
inferior to those of the young man in our story. Hence this 
study cannot and does not claim to be complete or 
conclusive. It touches upon far more topics than could be 
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IX 


adequately treated within the covers of a short book, or be 
mastered and understood even by a man much better 
trained than the author. Yet it does not discuss enough 
topics to cover the field; and the omissions may well be 
serious enough to affect the conclusions. The subject is so 
ambitious as to make the author’s attempts to deal with it 
appear journalistic; yet the book is not ambitious enough 
to do justice to the subject. The only excuse the author 
has is that the alternative to submitting to the public so 
sketchy an essay would have been to follow the example of 
our friend in China and postpone writing and publication 
if not for ever, at least for a lifetime. This may well have 
been the preferable course. But it seems to me that we 
cannot afford to postpone any further the discussion of the 
fundamentals of our industrial society. The re is no more 
urgent, no more immediate topic for America — and none 
which is less known and less discussed. This book does not 
attempt to give the answers; it hopes only to raise questions. 
It does not pretend to be the definitive book on the re- 
lationship between the big-business corporation and a free 
industrial society; it is an opening statement in what I 
liope will be a lively and fruitful debate. 

* * ♦ 

My interest in tlic social and political approach to the 
problems of an industrial society —as distinct from 
economics — goes back a considerable time. Nevertheless 
1 would not have been able to w^ork out even tiiis pre- 
liminary sketch but for an invitation received in the 
autumn of 1943. The General Motors Corporation asked 
me to study and to report on its managerial policies and 
organizations from the standpoint of an outside consultant, 
in which capacity I served for eighteen months. This 
invitation not only made possible this study financially; it 
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also made available to me the records and the plants of 
General Motors as well as the rich experience of its 
cx( cu lives. Needless to say the opinions expressed and the 
conclusions reached in this book are exclusively mine, and 
do not reflect the opinions and conclusions of General 
Motors Corporation or of any of its officers. But it would 
be ungrateful not to admit how much clarity and under- 
standing this book owes to members of General Motors’ 
management in the central offices in New York and 
Detroit as well as in the manufacturing divisions. That the 
end of my investigation means necessarily the end of the 
close contact witli this group which it has been my 
privilege to enjoy for almost two years, fills me witli real 
regret. 

I also want to record the great debt this book owes to 
many other friends — in the government service, in trade 
unions, in business, who abundantly gave of their know- 
ledge and experience. 

Peter F. Drucker. 

Bennington, Vermont, 

January 2, 1946 



CHAPTER ONE 


CAPITALISM IN ONE COUNTRY 

I 

This book on the central problems of American industrial 
society rests on the one assumption that nothing could 
induce the overwhelming majority of the American people 
to give up the belief in a free-cntcrprisc economic system 
except a major catastrophe such as a new total war or a 
new total depression. This does not mean that history will 
necessarily prove the American people right or make their 
beliefs prevail. But it means that there is only one course 
open to American political and economic statesmanship: 
the attempt to make a free-enterprise system work. For it 
is obvious that any attempt at organizing our economic 
and social system on another than the free-cntcrprisc 
basis — cither because the free-enterprise system fails to 
work or because it is considered undesirable — will 
introduce into American society a tension between 
political belief and social reality, between the will of the 
people and their actions, which w^ould compromise our 
national unity and paralyse our political and economic 
faculties. The central questions of American statesmanship 
must thus be : how does the free-enterprise system function 
and what arc its problems; what can it do, what can it not 
do; and what are the questions yet to be answered? 

On America’s ability to make the free-enterprise system 
work depends not only her stability at home but world 
peace. Peace in the post-war world will not rest, as it 
always has in the history of the modern West, upon the 
homogeneity of political, social and economic beliefs and 
institutions, transcending national boundaries, but upon 
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the ability and willingness of radically different political 
and economic systems to live together peaceably. This — 
an unprecedented task — can only be achieved if each of 
the major countries can prove her particular system to be 
stable and successful. We have gradually learned that the 
ability of the Soviet Union to realize a stable and success- 
ful “socialism in one country” is the prerequisite for 
Russia’s collaboration in the maintenance of the peace. 
vShould she fail in this attempt she would have to resort to 
isolationism, world revolution or imperialist aggression; 
for every development anywhere exce pt in the direction of 
a communist dictatorship would have to appear to her as a 
direct attack upon her national security. We will now 
have to learn that similarly the ability of the United States 
lo participate in the maintenance of peace in a world of 
Great Powers based upon competing principles of political 
and social order, dep(‘nds on our ability to create asuccess- 
l\il, stal)l(' and confident “capitalism in one country”. 
Thus to make' our free-enUTprise syste m function — as the 
basis of dome stic strength and unity and as a model for 
others — is the* most important and the most immediate 
contribution Americans can make to international peace. 

In accepting this approach this book docs not intend to 
become an apolog>^ for free enterprise. On the contrary, 
we shall often be a girat deal more critical of the existing 
orde r than are' its enemies. We shall demand of it not only 
the perfe'n mance of economic functions but the discharge 
of heavy social and political tasks. But the purpose of this 
study is not to provT that free enterprise is good or bad but 
to find out the extent to which it does its job and the most 
promising line of approach for the performance of those 
jobs that remain lo be done. And if only because the 
American people do so, we have lo assume that free 
enterprise can function. 
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But what do the American people mean by “free enter- 
prise”? The term has become so loose that even tlic 
American Communist Party in one of its giddy gyrations 
could declare itself in favour of “free enterprise”. Yet, I 
think that it is quite clear, on the whole, what the people 
have in mind when they use the term. It does not exclude 
government regulation or government limitation of 
business; but it sees the function of government in setting 
the frame within which business is to be conducted rather 
than in running business enterprises. It does not, however, 
exclude government management or government owner- 
ship of natural monopolies or of industries producing 
exclusively for national use such as armament plants; it is 
quite obvious that the American people do not regard the 
Tennessee Valley Authority as incompatible with their 
belief in free enterprise, and that proposals for the 
nationalization of public utilities, railways and (‘ven of 
natural resources, while not received too cordially, are not 
felt to violate a basic principle. 

But public enterprise is seen not as tlie rule but as an 
exception that needs special justification and special safe- 
guards. And outside of this limited sphere of public 
enterprise, business, according to the American tenet of 
free enterprise as popularly understood to-day, is to be in 
the hands of men who arc neither appointed by the 
political authorities nor responsible to any political agency 
other than courts of law. And the productive resources of 
the country are to be owned privately. 

The popular concept implies further the acceptance of 
profit as motivating and controlling business actions. It 
implies that the consumer decides what he wants to buy, 
and that prices are based on supply and demand in the 
market rather than politically determined. Finally in- 
cluded in the concept of free enterprise is the acceptance of 
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the privately-owned, independently-managed coiporation 
producing for profit goods to be sold on a competitive 
market. It is in this sense that the term will be used 
tliroughout this study; and it is out of tliis definition of free 
enterprise that the large corporation emerges as tlic focus 
of any study of American industrial society.* 

* NO'J\L ON TERMINOLOGY. The phenomenon of an industnal 
society IS so recent — or rather our awareness of it is so recent — that we 
have no generally accepted terms to describe its representative in- 
stitutions What we have to describe and to analyse is (a) the large 
technically integrated unit vhich our technology demands, and (b) the 
sjiecilir legal and economic institution in which the technological unit is 
organized, and by means of which it becomes effective socially and 
economically The first of these is independent of the specific social, 
political or economic system of a spe cific country — it is a technological 
fact which IS the same wherever and under whatever conditions modem 
industry exists The second is determined by a country's specific 
political and economic order The terms available and in general use are 
vagu<‘, misleading and full of emotional overtones hor the first concept 
we liave the choice between tlie clumsy “integrated unit of large-scale 
production" and the emotionally charged "Big Business" In spite of all 
its obvious shortcomings this book will use the term "Big Business" 
ccinsislently to describe the physical and technological unit of production, 
whether organized in a pnvately-owm^d corporation under a competitive 
frce-ontc r prise system or as a government-owned trust as in Russia 1 
feel justified in this because the term, apart from being short and in 
common usage, means originally and literally what I make it mean 
I’hc emotional overtones are not in the term but were added by a half- 
century's struggle against abuses of modern industry' 

Much more dift'icult was the decision on a term to describe the social 
and economic institution in which Big Business is organized under the 
Ameiuan frec-enterpnse system. There is only one term in common 
us.ige cor])()ration Usuallv it is quite clear w hat it means as in the title 
of the book by Berle and Means, The Modern Corporation and Private 
Ptoprriy It is also clear, however, that this use may be extremely 
confusing as the term has a ver>^ different legal meaning which is by no 
means extinct or confined to the legal profession Berle and Means, for 
instance, do not intend to include the corner cigar stores in their dis- 
cussion even though in nianv cases they arc corporations Nor do they 
mean to exclude a large business that — as may wxll happen — is owned 
by an unlimited partnership We have no separate word, however, for 
the large-scale business enterprise — usually, if not always, owned in 
corporate form Hence I find myself constrained to follow common 
usage and to use the term "large corporation" or "corporation" (wherever 
context permits the dropping of the adjective) in spite of its obvious 
shortcomings 
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Less than ten years ago it still seemed to be a vital issue of 
American politics whether to have Big Business or not. 
To-day the very question is meaningless if not frivolous. It 
has become obvdous that no modern society can maintain 
its existence or independence except as an industrial 
society using modern industrial technology'; and it is as 
true as ever that survival is the first law of any society. It 
has also become obvious that modern industrial technology 
requires some form of big-business organization — that is 
large, integrated plants using mass-production methods — 
for its operation. Therefore Big Business is something that 
must be accepted in any modern industrial country. It 
also has become clear that the large industrial unit is not 
just a concomitant of modern industrial technology but 
the very centre of modern industrial society. The large 
industrial unit has become our representative social 
actuality; and its social organization, the large cor- 
poration in this country, our representative social in- 
stitution. In other words, Big Business is the general 
condition of modern industrial society irrespective of the 
forms of social organization or the political beliefs adopted 
in particular countries. Even to raise the question whether 
Big Business is desirable or not is therefore nothing but 
sentimental nostalgia. The central problem of all modern 
society is not whether we want Big Business but what wc 
want of it, and what organization of Big Business and of 
the society it serves is best equipped to realize our wishes 
and demands. 

The fact that the large corporation has become 
America’s representative social institution is often ob- 
scured in our political discussion to-day by that fallacy — 
so easily indulged in by democracy and so dangerous to 
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it — which identifies the representative and determining 
with the numerical majority. Thus, statements are current 
which try to explain the dominant position of the large 
corporations by asserting that they employ a majority of 
r)ur industrial workers, that they handle the major part of 
our industrial production, control the bulk of the country’s 
productive resources, etc. Of course every single one of 
these assertions is refuted by the most elementary statistical 
evidence which makes it very easy and seemingly plausible 
to assert that the large corporation cannot be the re- 
presentative institution of our society because of its 
minority position. 

But what determines the structure of a society is not the 
majority bu^ the leaders. It is not majority behaviour that 
is the typical behaviour in a society but that behaviour 
that comes closest to the social ideal; and that, by de- 
finition, can only be the* behaviour of a small minority. 
Only a minute fraction of the inhabitants of Victorian 
England were “gentlemen” in the social sense. \Vliat is 
more, the great majority of the people, the lower middle 
and working classes, w'ould not have wanted to be “gentle- 
men'’. They very definitely refused to regard this social 
ideal as valid and as binding on them. Yet they not only 
accepted the leadership of the “gentlemen”; they expected 
members of their own class who had risen to positions of 
leadership, to become “gentlemen”. What made the 
“ge ntleman” the representative type of Victorian England 
w'as his acceptance as such and his actual role in setting 
standards for the non-gentlemen, not his numerical weight. 

What we look for in analysing American society to-day 
is therefore the institution which sets the standard for the 
way of life and the mode of living of our citizens; which 
leads, moulds and directs; wliich determines our per- 
spective on our own society'; around which crystallize our 
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social problems and to which we look for their solution. 
What is essential in a society is, in other words, not the 
static mass but the dynamic element; not the multitude of 
facts but the symbol tlirough which tlic facts are organized 
in a social pattern; not, in other words, the average but 
the representative. And this, in our society to-day, is the 
large corporation. 

This assertion should have bei n self-evident even before 
the war; but tlie war has supplied proof beyond any doubt. 
Some lime ago a statement was given wide currency in 
which a government official as'^erted that a handful of 
large corporations which, before the war, had controlled 
only a small part of America’s production, had, during the 
war, managed to increase their share to almost three- 
quarters of the total. This statement was not only in flat 
contradiction to all the known facts; it also tried to prove 
its point by a statistical sleight of hand which came close 
to sheer demagogy'.* 

What was intere sting was, however, not the statement 
but the fact that it was generally accepted even though its 
logical fallacy was so obvious as to be spotted normally at 


* The statement itself ran as follows "Before the war the largest 
American corporations handk^d about 30 })er cent of the nation's in- 
dustrial production, the same corporations held 70 per cent of the war 
contracts Therefore Big Business doubled its share in the American 
economy during the war " Obviously this is on the level of the attempt 
of a grade school child to subtract three apples from four cows. In the 
fir.st place, war bu.siness, even at its peak never amounti'd to more than 
50 per cent of the national business, 70 per cent of the w'ar contracts thus 
equalled only 35 per cent of the total national production at the most; 
and nothing was said about the development in the civilian sector of the 
economy in which, according to all evidence, the share of small business 
increased considerably during the war Secondly, to hold a contract is 
not identical w’lth production As is generally known, a very sub- 
stantial part of the war contracts held by the big corporations was 
subcontracted to medium-sized and small businesses; and every large 
corporation reported that it subcontracted a much larger share of its 
war contracts to small and medium-sized firms than it used to do in 
peace times. 
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once by any adult reader. For it showed the general 
awareness of the fact that the war has brought out the 
large corporation as the representative institution of 
American society to-day. The only reason why the general 
public could be fooled by a statement purporting to prove 
that the large corporation had become first in quantity 
during the war was that the general public had already 
realized as a result of the war tliat the large corporation 
had become first in importance. The miracle of con- 
version to war-production was clearly wrought by the 
large corporation- The w^ar showxd that it is the large 
corporation which determines the limits of productivity 
of an economic system. It showed that it is the large 
corporation to which wt must look for the lead in techno- 
logical research and product improvement. In other 
word‘', the wMr made clear that it is the large corporation 
winch dctermirics the economic and technological con- 
ditions under which our economy operates. The large 
corporations do not employ more than a minority of 
industrial labour but their labour relations set the 
standards for the nation, their wage scale determines the 
national wage scale, tlu ir working conditions and w'orking- 
hours arc the norm, etc. While the large corporations do 
not control a majority of the nation’s business, their 
prosperity determines the prosperity of the nation. If we 
talk about economic opportunities in America we have in 
mind above all the opportunities offered in the modern 
mass-production factory and the modern large cor- 
poration. If wc talk about the American technology, we 
do not think of the statistical average but of the standard 
established by the leaders. If we look upon the two other 
new social institutions of basic importance that have 
emerged in our society during the last half-century, the 
labour union and the administrative government agency, 
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we sec that they arc nothing but social responses to the 
phenomenon of modern Big Business and of the cor- 
poration. In fine, it is the large corporation — the specific 
form in which Big Business is organized in a frcc-entcrprise 
economy — which has emerged as the representative and 
determining socio-economic institution which sets tlie 
pattern and determines the behaviour even of the owner 
of the corner cigar store w^ho never owned a share of 
stock, and of his errand boy w'ho never set foot in a mill. 
And thus the character of our society is determined and 
patterned by the structural organization of Big Business, 
the technologv' of die mass-production plant, and the 
degree to which our social beliefs and promises are realized 
in and by the large corporation. 

The emergence of Big Business, i.e. die large integrated 
industrial unit, as a social reality during the past fifty 
years is the most important event in the recent social 
history of the Western world. It is even possible that to 
future generations the world wars of our time will seem to 
have been an incident in the rise of big-business society just 
as to many historians the Napoleonic wars have come to 
appear incidental to the industrial revolution. Even 
to-day, there arc observers who interpret the conflict 
between the ideologies of Western Democracy, Russian 
Communism and Fascism as primarily a conflict between 
different concepts of a ])ig-business industrial society; and 
unless misinterpreted so as to make it appear a denial of 
the reality of the moral issues at stake (as docs, for instance, 
Mr. James Burnham in his The Managerial Revolution^ so 
widely read a few^ years back), this view makes a good deal 
of sense. 

Certainly, the problem of die political, social and 
economic organization of Big Business is not unique to one 
country but common to the endre Western world. And 
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this means that there is a wide area where it makes little 
difference whether we discuss conditions in the United 
States or in Russia, whether we assume a free-enterprise 
society, Communism or Nazism. For the entire realm of 
social engineering is an objective realm. Profit and 
profitability, for instance, fulfil the same function under 
any system of economic organization; they are respectively 
the risk premium and the yard-stick without which 
economic life simply cannot go on. And it is therefore an 
objective question — at least from the point of view of 
biLsiness organization — what is more efficient as a basis for 
measuring profitability: a system based on a free market or 
cost-accounting based on planned prices? 

Yet, social engim^ering alone determines nothing — 
except the limits of possibility. TIk' question always 
remains to what purpose tlic machinery is to be used. The 
social engineer may, for instance, decide that profitability 
based on f'rcc-market prices is the most reliable yard- 
stick; and his socie ty may still decide to use tlie less 
n liabU' system of cost-accounting based on planned prices 
as the only one compatible with its social beliefs and 
purposes — which is ])recisely what happened in Soviet 
Russia. It is indeed the first question of any analysis of a 
social or political institution: what is necessary to make it 
function e lficiently, to make it survive, to provide adequate 
leade rship? For the first thing society demands of an 
institution is tliat it function. But also and at the same 
time we must ask what requirements must tlic institution 
fulfil in order to make society function and be stable? For 
the first thing the individual demands of his society is that 
it function. And both questions are only posed to enable 
us to ask: what is the purpose for which we want to use this 
institution and how docs it fulfil it? 

In this book we will be vitally concerned with social 
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engineering; and that part of our discussion would be as 
applicable to Sweden as to the United States, to a Nazi 
trust as to a corporation in a free capitalist economy. But 
we shall focus not on general principles applicable any- 
where at any time, but on the United States of to-day and 
to-morrow; not on business organization in general but on 
the large American corporation. Our problem is not just 
how Big Business functions but how the large corporation 
functions in America’s free society. This is a new problem 
— it hardly existed before 1929 and was totally unknown 
Ix'fore 1914. Hence we cannot demand a final answer — 
we should actually be highly suspicious of anything that 
pretends to be that. Promising approaclies are all we can 
leasonably expect to find. 

Our study has to start with the principles involved. Yet 
a discussion confined to the purely theoretical would be 
aimless and useless unless its conclusions were checked by, 
and applied to, an analysis of the concrete conditions of 
American social life. Therefore, this study of the cor- 
poration as our representative social institution is focused 
on the analysis of one sj>ccific corporation: General 
Motors. 

There are several reasons why General Motors seems 
most suitable to serve as a representative example of the 
American large corporation. In the first place, it is the 
biggest industrial corporation in this country, employing 
in pre-war times about two hundred and fifty thousand 
people, and twice that number during the peak of World 
War II. It is the lartjcst unit in the automobile industry, 
which is the pioneer of modern mass-production industry 
and therefore most representative of the conditions and 
problems of modern industrial society. The main reason 
is, however, that General Motors — to my knowledge, alone 
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of all American corporations — has for almost twenty-five 
years been consciously and deliberately working at basic 
problems of policy and has consciously and deliberately 
based its policy on the conception of the modern cor- 
IX)ration as a social institution. Hence, the policy 
decisions of the General Motors Corporation, its successes, 
difficulties and failures, have a general relevance for 
American industry. 

It is not intended to claim that General Motors has gone 
farthest in every single direction in the exploration of the 
social issues of modern corporate life. On the contrary, 
the management of the company itself would be the first to 
point out that, for instance, in employee training the Bell 
Telephone system has done the outstanding job, that many 
of the financial principles of policy control which play 
such an important part in General Motors derive from the 
experience of Du-Pont’s, etc. But as the result of prolonged 
investigation, I have come to the conclusion that while 
other companies may have gone farther in specific 
directions, none has worked on the problem as a whole as 
consistently and has been as conscious of the central issues 
as General Motors. Hence, General Motors can be fairly 
considered as representative of the achievement, possi- 
bilities, problems and perils of the large corporation. 

3 

The questions we shall deal with in this book arc the 
traditional questions of politics and political analysis. 
What is new in this book is their application to the large 
corporation. Not that we do not have a tremendous 
literature dealing with business and industry. We have 
more material dian any man can read — often of a high 
order — on economic problems such as monopolies. 
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business cycles, prices, etc. Wc have a large and steadily 
growing literature on business management which has 
been freely drawn upon in this study; and while much of it 
deals wath purely formal or with purely internal questions, 
the writings of such men as Chester I. Barnard, James D. 
Mooney and Ordway Tead, or the work done at the 
Harvard Business School have contributed greatly to our 
knowledge of the corporation as an organization. But 
neither die student of economic policy nor that of business 
management analyses die corporation politically, that is 
as a social institution organizing human efforts to a 
common end. Our study, however, sees the essence and 
the purpose of the corporation not in its economic per- 
formance or in its formal rules but in the human rcladon- 
ship both between the members of the corporation and 
betw^een the corporation and the citizens outside of it. 

Any social and political analysis of an institution has to 
proceed on three levels. 

It has to look at the institution as autonomous — 
governed by the rules of its own structure and determined 
by the desire for survival — capable to be judged in terms 
of its own purpose. 

Every institution has to be analysed in terms of the 
beliefs and promises of the society which it serves. Does 
the institution strengthen the citizen’s allegiance to his 
society by furthering the realization of society’s ethical 
beliefs and promises? This is particularly important if we 
deal with an institution which is central to a society as by 
diis very fact its performance in the realization of the 
basic social beliefs and promises is regarded as indicative 
of the performance of society itself. 

It has to analyse the institution in its relationship to the 
functional requirements of the society of which the 
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institution is u part; what organization of the institution is 
most conducive to the survival and stability of organized 
society, and what conflicts exist between the purpose of 
the corporation as an autonomous body and the needs of 
the society in which it lives. 

There are three main problems on the first level, that of 
the corporation as an autonomous institution. There is 
the problem of policy: An institution must have a long- 
term prf)gramme and rules of behaviour and operation. 
Yet its policies must be flexible enough to allow for 
adaptation to new problems and to changes in conditions. 
There is a whole complex of problems centring around 
the question of leadership: how to insure an adequate 
supply of leaders; how to train and to test them. Perhaps 
the most difficult and most pressing of these problems of 
leadership is that of the conversion of the specialized 
U'chnician needed in the day to day conduct of business 
into tlie w<'ll-educated personality capable of judgment 
who is needed for the policy-making positions. Finally, the 
corporation needs an objective yard-stick by wliich to 
measure the success of its policies and of its leaders — a 
yard-stick appropriate to its business, yet independent of 
short-term business fluctuations and incapable of mani- 
pulation. 

The second level of analysis is perhaps the most difficult 
and most important. It too deals with relations within the 
corporation but it projects internal relations against the 
broad canvas of social beliefs and promises. The cor- 
poration as a representative institution of American 
society must hold out the promise of adequately fulfilling 
the aspirations and beliefs of the American people. A 
conflict between tlie requirements of corporate life and the 
basic beliefs and promises of American society would 
ultimately destroy the allegianct' to our form of govern- 



CAPITALISM IN ONE COUNTRY 


15 


ment and society. Hence, we must anah^c whetlicr the 
corporation is satisfying these basic demands: the promise 
that opportunities be equal and rewards be commensurate 
to abilities and efforts; the promise that each member of 
society, however humble, be a citizen with the status, 
function and dignity of a member of society and with a 
chance of indKddual fulfilment in his social life; finally, the 
promise that big and small, rich and poor, powerful and 
weak be partners in a joint enterprise rather than op- 
ponents benefiting by ( ach other’s loss. 

On the third level, finally, that of the relationship 
between corporate purpose and social function, we 
analyse the corporation in society. The central problem 
lies in the relationship between profit, which is the 
purpose of the corporation as an autonomous unit, and the 
maximum production of cheap goods, which is the 
purpose of the corporation from the point of view of 
society. Is there a clash between these two premises of 
purpose, as has been asserted in the traditional theory of 
monopoly or in the more recent juxtaposition of pro- 
duction for use as against production for profit? Or can 
the self-interest of the corporation be luirmonized with the 
interest of society in the corporation? Connt eted is tlie 
question of social stalhlity: is there anything in the 
rationale of tlie corporation tliat makes necessary and 
even likely the recurrence* of economic crises? 

The three levels on wliich we shall conduct our analysis 
of the problems of an industrial society are co-ordinated 
and equal in weight and importance. Ne ithe r of them has 
priority over the others. But while equal, the three levels 
are not independent. Failure to solve tlie problems on one 
level leads automatically and inescapably to collapse of the 
entire structure however brilliant the achievement on the 
other levels might be. In an industrial society in which the 
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large corporation is the representative social institution, it 
is equally important and equally essential that the 
corporation be organized in such a way as to be able 
itself to function and to survive as an institution^ as to 
enable society to realize its basic promises and beliefs^ and as 
to enable society to function and to survive. 

All too often this interdependence of the three levels on 
wliich society and social institutions function simul- 
taneously is overlooked; and nothing is more common 
than the belief that a solution confined to the problems on 
one level will prove the social panacea. Indeed we would 
get around most of the problems e)f politics could we thus 
proclaim one of the fi( Ids of social life to be superior to the 
others. Nothing is simpler than to find perfect solutions 
on one level only; and nothing is more difficult than to 
establish a political “harmony of the spheres”. In this 
difficulty lies the endless challenge and the endless 
adventure of true statesmanship. 

The concept of harmony thus emerges as a basic concept 
of political action. The problems of political order and 
organi/iition presented on each level of polities arc indeed 
autonomous. But to have a functioning soci('ty they must 
all equally be answe red by the same basic principles and 
policies. It would make social lift* impossible if the 
problems of one level could only be solved by means which 
w(T(' inimical to the best solution of the problems existing 
on the other levels. Such a society would be hop>clcssly 
torn and incapable both of sur\dval and of the fulfilment of 
its basic ideals. For no society can give up the stability of 
its central institution, its owm stability, or its own beliefs. 

It follows from this that we cannot base a successful 
economic policy on the assumption that the interest of the 
corporation and the interest of society are in conflict — at 
least not as long as we have a society whose representative 
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institution is the corporation. To justify the needs of 
corporate sur\Tval as “concessions” and as a “lesser evil” 
is really to give up the claim for a free enterprise industrial 
society. If the private profit system is necessary for the 
<;urvival and stability of tlie corporation, it is a con- 
tradiction for believers in tlie free enterprise system to 
apologize for profits. And to demand — as do a good many 
apologists for the large corporation~of an industrial 
manager that he use, out of “social consciousness”, 
policies which run counter to the interests of his corporation 
is rather ludicrous. At the same time it is impossible to 
look upon society’s needs, whether functional or ethical, as 
“concessions” or as the “lesser evil” — the manner in 
which, for instance, social reforms and policies were 
justified during the Hoover administration. 

Tliis docs not mean that the corporation should be free 
from social obligations. On the contrary it should be so 
organized as to fulfil automatically its social obligations in 
the very act of seeking its own best self-interest. An 
industrial society based on the corporation can only 
function if the corporation contributes to social stability 
and to the achievement of the social aims independent of 
the good will or the social consciousness of individual 
corporation managements. In the ideal socie ty even a 
Simon Lcgrce, whatever the blackness of his heart, cannot 
but help to promote social ends either because it is to his 
interest to do so or because he is so integrated into society 
as to be able to act only in the interest of society. 

At the same time the demand for harmony does not 
mean that society should abandon its needs and aims and 
its right to limit the exercise of economic power on the part 
of the corporation. On the contrary, it is a vital function of 
rulership to set the frame within which institutions and 
individuals act. But society must be organized so that 
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there is no temptation to enact, in the name of social 
stability or social beliefs, measures which are inimical to 
the survival and stability of its representative institution. 
Failure to sec this difference between the necessary task of 
setting the frame — ^genuine regulation — and violation of 
the functional requirements of society which, for instance, 
underlay Herbert Spencer’s attacks on popular education, 
professional fire brigades and meat inspection as 
“socialism”, is responsible for much of the cr>nfusioii of 
our present day political thinking. 

Harmony was the great discovery — or rather re- 
discovery — (jf nineteenth century laissez-faire, enabling 
it to overcome the sterility of both the eigliteenth century 
political theory of “pure reason” and the eighteenth 
century practice of pure Machiavellism. It enabled the 
ninete enth century to develop at the same time the new 
l)eliefs and aims of secular democracy and the new 
institutions of the market system. But while laissezfaire 
proclaimed harmony as the basis of society, it made the 
fatal mistiik(' of considering harmony as established 
automatically in nature instead of as the final end and 
finest fruit of statesmanship. To its emphasis on hiirmony, 
laissezfaire owed its tremendous vitality and attraction; 
even its enemies had to measure themselves against the 
promise ol' harmony which has remained, to this day, the 
conscience even of the dissenters. But at the same time, 
the fallacy of looking for harmony in nature instead of in 
organized society was responsible for the refusal of 
]^ractically all practising statesmen and businc'ss leaders to 
act according to laissezfaire. Above all this fallacy made 
it impossible to justify the laissezfaire system against those 
critics who concluded from the absence of harmony in 
nature the fallaciousness of making harmony the 
foundation of society. 
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As a result of the crude and fallacious naturalism of the 
laissez-faiTe doctrine, political thinking during the last 75 
or 100 years has largely lost again the basic understanding 
of the meaning and necessity of harmony. It is not my 
purpose in this book to write a history of modern political 
thought. But as an aside — and hence in the technical 
language of political theory — I should like to mention tliat 
the two rival schools which have dominated our political 
life since 1850 have both given up the insight that the 
three levels of society are co-ordinated — all equally 
important, all autonomous and yet all dependent on each 
other. They have instead raised one lex el to first rank and 
subordinated the others to it. In Idealism the basic aims 
and beliefs of society became the only level of politics in 
the name of which the autonomy of individuals and <'>f 
their institutions is denied. This leads inescapably to the 
d('nial both of the functional autonomy of institutions and 
of the ethical autonomy of the individual; and it makes 
enslavement, destruction and annihilation of the in- 
dividual for the sake of the idea not only ]x nnissible but 
laudable. At the same time Pragmatism — and its European 
twins such as Syndicalism — threw out all concern with the 
aims and beliefs of society. Functional efficie ncy was 
raised to the rank of an absolute. This leads straight to a 
concept of society as permanently on the brink of civil 
war, to a concept of politics as a ruthless game' played only 
for the spoils — Who Gets What, When, How, as a popular 
American text-book of government is called — and 
ultimately to a gle^rification offeree as the legitimate ruler 
e^f society. 

To-day we know that neither concept is compatible with 
a free society. Both l(‘ad to totalitarianism; and in the 
ideological fanaticism and pragmatic cynicism of the* 
Nazis both have found their final fulfilment. To-day, 
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therefore, it is the first job of the leaders of a free society to 
go back to the concept of harmony and to a philosophy of 
society which is neither monolithic nor pluralist but which 
secs the one and the many, the whole and its parts, as 
complementing each other. And in this country this 
means that both our statesmen and our business leaders 
have to find solutions to the problems of the industrial 
society which serve at the same time equally the 
functional efficiency of the corporation, the functional 
efficiency of society and our basic political beliefs and 
promises. 



CHAPTER TWO 


THE CORPORATION AS HUMAN 
EFFORT 

I 

Organization for Production 

Like every institution tlie corporation can — and must — be 
analysed in terms of the society it serves and in its relation 
to tlie individuals who constitute the society. But first it 
has to be understood in its own terms; in order to work for 
society and for the individual it must be able to function 
according to its own rules. Survival as an organization is 
the first law of the corporation as of any institution; and 
ability to perform its own purpose, to produce goods with 
the maximum economic return, is its first yard-stick of 
achievement. 

When we say that the corporation is an institution we 
say that, like any institution, it is an instrument for the 
organization of human efforts to a common end. This 
common end is not just the sum of the individual ends of 
the human beings organized in the corporation. It is a 
common but not a joint end. Though we have largely 
abandoned it in legal and political practice, the old crude 
fiction still lingers on which regards the corporation as 
nothing but the sum of the property rights of the in- 
dividual shareholders. Thus, for instance, the president of 
a company will report to the shareholders on the state of 
“their” company. In this conventional formula the 
corporation is seen as transitory and as existing only by 
virtue of a legal fiction while the shareholder is regarded as 
permanent and actual. In the social reality of to-day^ 
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liowcvrr, shareholders are but one of several groups of 
people who stand In a special relation'^hip to the cor- 
poration. The corporation is permanent, the shareholder 
is transitor)\ It might even be said without much 
exaggeration that the corporation is really socially and 
})olitically a priori whereas the shareholder’s position is 
derivative and exists only in contemplation of law. Tliis, 
for instance, is the position taken in our bankruptcy laws 
which put the maintenance of corporate integrity above 
the rights of the shareholders. We would not have needed 
the experience of the Great Depre ssion of 1929-39 to show 
us that soci(‘ty must insist on the maintenance of the 
“going concern” and must if necessary sacrifice to it the 
individual rights of shareholders, creditors, workers, and, 
in the last analysis, even of consumers. 

It follows from this that the essence of the corporation is 
social, that is human, organization. This might appear 
like a redundant assertion. Actually for far too many 
people the essential in modern industrial production is not 
the social organization but raw materials or tools. In our 
popular <*oncept of industry we suffer from a rigid 
economic determinism — the legacy of the early nineteenth 
century <*mphasis on natural resources as the determinant 
of the division of labour— and from a blind admiration for 
gadgets. As a n‘sult, most of us — including a good many 
people in industrial production itself — fail to understand 
that modern production, and especially modern mass- 
production, is not based on raw’ materials or gadgets but 
(»n principles of organization — organization not of 
machines but of human beings, i.e. on social organization. 

This misunderstanding has very serious consequences. 
It is to a considerable extent responsible for the labour 
problems of modern industry. And it hampers both the 
layman in an industrial society and the industrial manager 
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in the understanding of tiieir res]X)nsibilitics as citizens. 
This book is not concerned with the principles of in- 
dustrial production — only wadi the social problems of the 
industrial enterprise; and the audior lays no chiim w^hal- 
soever to competence in technical matters. Noiu theless it 
is so important to realize that even the technical problems of 
modern industry are not technical in the sense ofgadgeteer- 
ing but are primarily problems human organization for a 
technical end, that a short explanation may be in order. 

The experience which directly shows the true nature of 
modern mass-production was, of course, the American 
industrial conversion to war in 1942 and 1943. It has by 
now become clear that most of the experts in this country, 
including the majority of industrial engineers and 
managers, underestimated our productive capacity so 
complcU ly in 1940 and 1941 precisely because practically 
all of us failed to understand the concept of human 
organization which underlies mass production. We argued 
in terms of existing raw-material supplies and existing plant 
capacity and failed to realize that w(‘ are capable of 
producing new^ raw^ materials, of designing new machines 
for new purposes and of building new plants in practically 
no time provided the human organization is in existence. Even 
to-day, when we have realize d the potentialities ol' the 
mass-production principle we usually fail to se(* that is a 
principle of organization that achieved the production 
miracl(‘, and not a principle of gadgeteering. 

Thus the popular story of a war production success 
usually read as follows; immediately after Pe arl Harbour it 
became apparent that the Navy would need huge 
quantities of a particular weapon, say a carrier-based 
fighter plane. The Navy had a very good plane, but before 
Pearl Harbour it had been produced more or less by hand, 
in batches of two or three, and by skilled mechanics in a 



BIG BUSINESS 


24 

small shop. Now it had to be turned out by the thousands. 
The XYZ Company which never had produced anything 
resembling planes, a(,cepted the job. It took half a dozen 
of its plants which up to that time had been making lamp 
shades or buttons or assembled automobile bodies, moved 
in with a wrecking ere w, cut its old machinery to pieces with 
blow torches, tore down the old buildings, the foundations 
of which were not strong enough, and built new ones, etc. 
In the meantime its engineers had designed the machine 
for the new job^ — here's where the gadgets come in. On 
May 20th the wrecking crews left, on June ist the new 
machines moved in, on June 15th the first plane rolled off 
an assem!)ly line geared to the production of two hundred 
planes a month. 

This story or something like it was told a thousand 
times these last few years. It was even accepted as a fair 
d(‘scription by people in industry who took a leading part 
in the conversion to war production. Vet it is a grotesque 
parody of the trutli. Every detail in the story is correct 
enough — but all the important facts arc left out. The 
wrecking of the old machinery, the new buildings, even the 
designing of the new machinery, were more or less 
incidental to the real problems and the real achievements 
of conceptual and human organization. First came the 
design — not of machiiK s but of the plane as an assembly of 
identical and interchangeable parts. Then came the 
analysis of each part as a problem in mass production, as 
something that is being produced in a sequence of 
elementary and basic operations, performable fast and 
accurately by an unskilled or semi-skilled workt r. Next 
came the task of merging tlic production of each part into 
a plant producing the whole — a task involving three 
distinct problems of organization: one of people working as 
mcmbcTs of a team to a common end, one of technical 
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processes, one of matcrials-flow. Finally came the job of 
training thousands of new workers and hundreds of new 
'^uper\dsors many of whom had never seen the inside of a 
plant before. On those four pillars, design of the final 
product as a composite of interchangeable parts, design of 
the production of each part as a series of simple, repetitiw 
operations, design of a plant to integrate human labour, 
machines and materials into one whole, and training in 
skills and in team-work, rested every aelnex'ement of our 
war production. 

Wherever, because of ignorance or urgi ney, the attempt 
was made to slight one of these four tasks of organization — 
and the temptation to do so was great as each of them is 
time-consuming and can be speeded only with difiieulty — 
the result was failure to produce. For instance, in the 
example which I had in mind in describing the popular 
war-conversion story, the management tried to get around 
the job of designing step-for-step the production of every 
one of the many thousands of parts which would have 
iciken at least six to eight months, which the Navy could ill 
afford to wait. Instead one of the plan(‘s was borrowed 
from the Navy and each foreman was asked to make his 
own designs directly from the actual part. This attempt 
was a complete failure; no plane was produced until each 
and every little part had been designed from the ground 
up and its production planned thoroughly. Once this was 
done, howcvcT, at a prodigious cost in money and time*, 
planes were produced in large quantity and at a fraction 
of the ce)st of the old emc-plane-at-a-time* method of 
production. 

Outside* of mass production too it is (jrganizatie)n, that 
is, the arrangement of human work on material resources 
according to a concept, wliich determines the social 
structure and economic function of an economic enter- 



26 


BIG BUSINESS 


prise*. That the machines and plants of a business are of 
very little value separately — for instance if they have to be 
disposed of in a bankruptcy sale — and that the real value- 
element LS their arrangement and combination into a 
whole, is known to every accountant and every law\Tr. 
That most modern inventions are not the result of a 
“flash of genius" }>iit of the organized effort of a research 
f)rganization working according to a plan laid out care- 
I'ully beioreliand, is also wTlI-known. Incidentally the 
ree'ent legal diffr ultie s of scpiaring thi'* reality of invention 
with tlie popular nineteenth century concept of invention 
as g«idg<‘(ecring imderlving our patent law^s, is a good 
illustration of the diflu ulties arising out of the failure to 
understand that industry is based on organization. But 
while human organization is essential to all industry* and 
the characteristic that di^tinguislus industry from the 
eraftsinan’s shop, it is the very basis, the very meaning of 
modern industry, particularly of mass-production industry. 
Mass production does not re^t on the assembly line, the 
conveyor belt or on any other gadget or technique, but on 
a i.onscaoiu, deliberate and planned order ol' relations 
between man and man, and man and mechanical process. 
The one thing in modern industry therefore that cannot 
be impro\'ised but must be worked out carefully and 
befon'hand is th<‘ so( i*d structure of the corporation. 

In this respect tlu* large corporation is in no way 
diffeient from an army; it must have the equipment but 
also, as in the army, equipment is <>rno avail without the 
fiinclumal <u*ganization of human eflV>rt. And like the 
army oi like any other social institution, the things that 
really count are not the individual members but the 

* rills point IS madt' with great toice aiui felicity by Mooney and 
Keilev 111 their book Onuard Iftdustr\ (New York and London, 1931), to 
which I am indebted 
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relations of command and responsibility among them, lo 
lx)rrow a metaphor fiom modern psychology, an in- 
stitution is like a tune; it is not constituted by individual 
sounds but by the relations between them. 

It is tins organization which the corporation must 
maintain and the survival of which is its supreme law. Of' 
course the corporation is a human institution and thus 
incapable of ultimate surviv'al. To prevail for even as short 
a historical jxriod as fifty years or a ctTitury is so difficult 
for any man-made institution that the Catholic Church 
with profound wisdom }X)ints to its own survival over llie 
ages as a proof that it has been instituted not by man but 
by God. But this only makes the problem of survival all 
the more urgent for any man-made institution such as the 
corporation, and mtikes survival all tiu' mon* the measure 
(»f all its actions and decisions. Unlike man, an institution 
has no natural end, no natural life span, no ‘‘retirement 
age”. It is alw^ays engaged in a race against tinu'. 

Leadership 

Pas with every otlicr institution, the surviv^ll and success- 
ful functioning of the* corporation depends on the solution 
of three interdependent problems: tlu* problem ol leader- 
ship, the problem ol' basic policy, and the problem of 
objective criteria of conduct and decision. Ol' these 
problems the decisive one, particularly in the corporation, 
is the problem of leadership. 

No institution can possibly sui viv(‘ if it lu c ds gc iiiuscss or 
supermen to manage* it. It must be organized in such a 
way as to be able to get along under a I(‘adership composed 
of average human beings. No institution can endure if it is 
under one-man rule. Industrial dictatorship like any other 
dictatorship threatens the survival of the institution in the 
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event — an inevitable event — of the dictator’s death. It 
also leads inescapably to extreme factionalism within the 
institution as, in the absence of accepted criteria of 
legitimate succession, senior executives arc forced to 
subordinate the welhire of the institution to the desire to 
be in the most advantageous position to seize the throne 
when it falls vacant. Moreover under one-man rule there 
will be nobody in th^* corporation who has had tlu* 
opportunity to be trained and tested in independent 
leadership. The future of the institution is thus staked on 
the gamble that the right man will emerge from a fight for 
power rather than on the rational selection of a well- 
known and well- tested successor. 

From these twin dangers, tliat of depending on lh(‘ 
'‘indispensable” leader, and the danger of depending on 
one-man rule, follows fii'st a demand for a constitution 
under which there is legitimate rule and legitimate and 
quasi-automatic succession to the rule. It must be clear 
who is in command and on w'hat his title rests. It must 
also be clear and settled in advance from what group his 
successor is to c(»me, on what ( riterion he is to be selected 
and who is to select him. 

The second prerequisite for a satisfactory solution of tlu* 
leadel^hip pro])lem is that the institution must be able to 
arouse the loyalty of its members. To produce leaders an 
institution must have an esp)il de corps wiiicli induces its 
members to put the welfare of the institution above their 
owm and to moded themselves upon an institutional idea of 
conduct. No institution has solved the problem of 
leach rshiji, no matter how' good its formal constitution, 
unless it gives the leader a sense of duty, of the im- 
portance of his trust and a sense of mutual loyalty between 
him and his associates; for these enable the average 
human being — and occasionally somebody well below' 
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average — to function effectively in a position of trust and 
leadership. In other words an institution must be able to 
make useful the good and to neutralize or deflect the bad 
qualities in its members, to be able to dispense with the 
superman or the genius, and to organize a systematic and 
dependable supply of reliable leaders. 

It is ty'pical of the most successful and the most durable 
institutions that they induce in their members an in- 
lellectual and moral growth beyond a man's original 
capacities. The popular respect and reverence for the 
United States Supreme Court rests on the fact that 
appointment to the Supreme Court has time and again 
made model judges out of average politicians rather than 
on the assertion that justices are supermen. It is an old 
raying that the most astonishing feat of that most successful 
organization, the Catholic Church, is that it obtains the 
best leaders from the worst raw material. Whoever first 
made this statement certainly did not consider it a 
criticism but the highest praise. Similarly it was on this 
ability to bring out me)rc than was in a man on which 
rested the strength of institutie)ns such as the British 
House of Commons and of the IVussian Army. The* 
corporation, to fulfil its function as the representative* 
institution f)f industrial society— -and it will not survive* 
e^therwise — has to solve the same preiblem of arousing 
loyalty to a cexle of conduct, e)f training and seh'cting ne)t 
only men but their individmil abilities. The efficiency e)f 
an institution depends be)tli e^n the efficiene y with which it 
organize s indixiduals for a community efibrt and on the 
extent to which it e>rpanizes man feir his moral victory over 
himself. 

Next, any institution has tej be: organizeel so as to bring 
out talents and capacities within the organization; to 
encourage men to take the initiative, give them a chance 
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to show what they can do, and a scope within which to 
grow; and finally, to offer them rewards in the form of 
advancement and of social and economic standing which 
put a definite premium on the willingness and ability to 
assume responsibility. 

Furtli( r, the solution of tlie problems of institutional 
functioning and survival depends on the ability of the 
inslit lit ion to develop independent leaders below the top 
who are capable of taking top command themselves, and 
to devise a system under which succession will be rational 
and by recognized merit rather than the result of a civil 
war within the institution and of force, fraud or 
favouritism. This implu s also — a very important point — 
that the institution must be so organized as to be able to 
test a promising man in an indep(‘ndent command while 
h(' is still young enough to K arn and so subordinate that 
his failure will not endanger the welfare of the whole 
enterprise. Nothing is more dangerous, and nothing is 
more (.onimon than the appointment U) the top command 
of a l)rilliant lieutenant whose emotional and intellectual 
capacili(‘s for an indepe ud< 11 1 position have been neither 
developed nor tested. 

Finally the problem of leadership also demands an 
organization in which power and r('S}X)nsiblIity are 
divided in balance between final authoi ity and lieutenants, 
and between central management and executives in the 
field. Without strong central leadership no institution can 
its('lf be unified; ])ut without a strong and autonomous 
hnwl leadership, willing to assume rcs|X)nsibility on its owm, 
no institution could properly function. The division of 
powvr isthus a problem wine h every institution has to solve. 

In the modern corporation, the problem of leadership is 
not only more important than in other institutions, it is far 
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more difficult. For the modern industrial enterprise needs 
many more leaders than insdtutions normally do, and of 
high quality. At the same time, it does not automatically 
produce leaders either in sufficient numbers or of sufficient 
quality and experience. 

It is not generally realized that modern industrial and 
technological conditions have increased tremendously the 
demand for leaders. It may be said without exaggeration 
that there has never been an institution in which there is 
greater need for abilities and greater opportunities for 
them than modern mass-production industry. This 
ibilows from the very concept of mass production. This 
last \var has shown that mass production is a method 
which can be applied to the most complicated and most 
precise as well as to the simplest product. It does not 
matter whether the producer has had any experience with 
the particular product he is asked to turn out; even if he 
has never heard of it before he can turn it out faster, 
cheaper, and more reliably than the ('xptTts who have 
worked in the field for years without, however, using mass- 
production methods. In other words, mass production is 
not a technique but a basic concept of industrial organiza- 
tion that is generally applicable. Its essence — to repeat 
what has been said before in different words — is the 
substitution ol' co-ordination and organization for in- 
dividual skill. The skill of the individual craftsman is 
replaced in mass production by the understanding of a 
Ijasic production-concept and the leadership qualities of 
the supervisor. Sure, there are far fewer supervisors than 
there used to be skilled workers; mass production can 
employ a high proportion of unskilled labour. But the 
ability and knowledge demanded of the individual 
supervisor is infinitely greater than the skill formerly 
needed by the individual craftsman. Intellectual energy 
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like any other form of energy cannot be eliminated; and 
what is saved at the bottom must be added at the top. 
Moreover the ability needed by the supervisor is of a 
different and higher order than the skill of the individual 
craftsman. It requires a much higher degree of ab- 
straction: the skilled craftsman of yesterday knew his 
tools, the foreman or superintendent of to-day has to 
know his principles. And he has to be able to apply these 
principles to the organization of me n as well as to that of 
material, neither of which was expected of yesterday’s 
master mechanic. At the same time, however, mass 
production can be learned whereas skill can only be 
acquired through years of experience. 

Any statistical analysis of the development of American 
industry over the last tfiirty years would show a tre- 
mendous expansion in the number of managerial em- 
ployees, especially of the middle ranks, together with a 
considerable increase in their indi\'idual incomes. And 
tlie process is by no means at an end. On the contrary, the 
war again increased the opportunities for advancement to 
leadership in mass production; and the post-war period 
should continue this trend. Indeed it may be said that the 
rate of industrial expansion in this countr\^ depends very 
largely upon our ability to recruit and train a sufficient 
number of potential leaders in mass production industry. 
The need for leadership has been growing almost geo- 
metrically while the production of experienced and tested 
leaders has shown a tendency to decrease with the 
expansion of modern mass-production industry. 

It was perhaps the greatest asset of a small-business 
society that it provided adequate proving grounds for 
leaders while keeping the sphere of the individual manager 
so small as not to endanger society in case of failure. 
Hence a good many big businesses of to-day still look to 
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small businesses rather than to their own organization for 
the supply of top management. This, however, is clearly not 
the solution; an institution which cannot produce its own 
leadership cannot surxive. Hence it is the first problem of 
the large corporation to arrange intentionally for the 
leadership selection small business made automatically. 
To quote one of the leading authorities on this subject: 
“The most ‘natural’ opportunities [to acquire experience in 
leadership) at present formally available seem to me to be 
the small general business, political party work in com- 
munities and perhaps to a less extent, labour union 
leadership. These are insufficient sources for the supply of 
general leaders. Hence we need to develop the artificial 
methods of giving wide experience which are now 
attempted to some extent in large organizations.”* This 
involves obviously two things: the development of the 
maximum of independent command at the lowest possible 
level and the development of an objective yard-stick to 
measure performance in these commands. 

The difficulties inherent in its nature whicli the large 
corporation has to overcome arc fourfold. There is a 
tendency towards one-man rule and towards a system 
under which only one man — the President or the Chairman 
of the Board — is not confined within departmental lines 
but sees and knows the wliolc of the business. It is a 
situation not unlike that of a cabinet in which every 
member has departmental duties whih^ only the Chairman 
— the President in the United States, the Prime Minister in 
England — has a \Tew of the whole and responsibility for it. 
In England the dangers inherent in this situation have 
been overcome by the more or less formalized rule that a 

• Chester I. Barnard, president of the New Jersey Bell Telephone 
Company, in The Nature of Leadership,- p 2\ (Harvaid University 
Press, 1940) 
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candidate for the Prime Ministership must have proved 
his qualities of leadership as leader of his party in Parlia- 
ment, and his qualities as an administrator in the success- 
ful management of several ministries. Contrary to the 
intentions of the Founding Fathers no such requirements 
are imposed on a candidate for the American Presidency. 
That a President can be elected in this country without 
having given any proof of his ability cither as a leader of 
men ar as a maker of political and administrative decisions 
is probably the most serious weakness of our political 
system. Nevertheless we have an approximation to such a 
requirement in the tendency to recruit Presidential 
candidates from the ranks of U.S. Senators or state 
governors who both hold independent commands though 
the first an usually without administrative experience and 
the second often without experience in national affairs. 

In the modern large corporation, however, not even 
such one-sided test in, and acquaintance with, an in- 
de}x*ndent command as is given by the governorship of a 
stall' or by a U.S. seiiatorship is necessarily available. 
Henci' opportunities for such a command in which a 
man’s abilities for leadership are tested and in which he 
acquires a \'iew of the whole, must be created in the 
corporation. 

In ('Very large-scale organization there is a natural 
tendency to discourage initiative and to put a premium on 
conformity. Moreover, there is the danger in any large- 
scale organization for the older men at the top to be afraid 
and suspicious of talented or ambitioas subordinates. 
Sometimes there is a fear that the young man is out for his 
supi rior’s job; more often the sulx)rdinate’s legitimate 
desire to do things his own way, to introduce new methods, 
etc., appears as an attack upon the older man’s authority 
or jx'ace of mind. The corporation therefore has to 
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combat the danger of bureaucratic ossification .ind 
bureaucratic timidity. It must make it attractive and 
rewarding for the organization as a whole and for every 
one of its subdivisions to develop men of ability and 
initiative. It must encourage and reward leadership, offer 
chances for experience and training. Above all, it must 
make it clear to each sup)ervisor and manager that the 
training and development of subordinates is a part of his 
duties. It must be made to be to the self-interest of 
executives to look upon their subordinates and potential 
successors as human assets whose maximum utilization is 
as important to the institution as is the maximum utiliza- 
tion of natural resources. To have trained a potential 
successor must become one of the achievements which 
qualify a man himself for promotion, instead, as it far too 
often is to-day, a stumbling l)lock.* 

Further, the big-business world does not, like a small 
business society, have an automatic and objective yard- 
stick for a man’s performance and achievement. In the 
small business society a leader was tested on a com- 
paratively moderate level of responsibility and command 
by the objectiv e yard-slick of success in tlu‘ market which, 
while not just, is at least beyond anybody’s manipulation 
and therefore impersonal and objtxtive. In the big- 
business corporation not one man, save at the v(‘ry top, can 
normally be judged in terms of economic success in the 

* An interesting discussion of this protilem is to he found in ,i j)aj)er 
read under the title "The Selection an^l Development of lixecutives in 
American Industry”, by h'dvvard K Stettinuis, Jr , then ( hairnian of 
the Finance Committee, United States Steel ( orjioration, at the 1 harvard 
Graduate School of Business Administration on September 17 , i<) 30 . in 
connection with the Harvard '1 ercentenary While 1 feel that Mr 
Stettinius’ attempt to reduce the art of leadership and leadership- 
training to a manipulative techni<]ue would be likcdy to do murli more 
harm than good, his discussion of the problem itself — especially his 
insistence upon human assets as the most valuable jiossessioii of any 
organiz.ition - is of fundamental importance. 
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market, as the contribution of the individual is too small in 
terms of the whole to be measurable independently. At 
the same time, the nature of business make^ it both 
impossible and undesirable to have advancement and 
success made dependent on professional examinations or 
on seniority which in other institutions supply impersonal 
criteria. Hence there is a real danger that a man’s ability 
and achievements be judged exclusively by subjective and 
personal impressions, which even with the best-intentioned 
management must lead to favouritism and must demoralize 
the organization. At the same time the fact that Big 
Business is not automatically equipped with the objective 
yard-sticks on which the small business society relied, also 
means that it doc\s not automatically test a man in an 
independent command, except at the very top, that is, in a 
position in which failure might be disastrous. The large 
organization thus has the definite Vd^k of finding objective 
yard-sticks for the abilities and achievements of junior 
executives and of finding means of putting them in in- 
dependent commands at subordinate levels. 

The final and perhaps the most difficult problem of 
leadership with which industrial society is faced, is that it 
does not automatically give that balance between 
specialist and generally educated person which is the 
essence of leadership. Management of the corporation 
requires a much greater degree of general comprehension 
and understanding than management of a small business. 
This is simply another way of saying that a corporation is 
an institution and no longer a mere tool. At the same 
time Big Business not only requires an enormous corps of 
highly specialized experts but puts a tremendous premium 
on specialization during a man’s formative years. More- 
over, the large corporation does not supply the almost 
automatic antidote to extreme specialization which the 
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small business of yesterday gave. In a small firm or shop 
even the apprentice was forced by his contacts with his 
fellow employees and their work to see the business as a 
whole and to understand the points of view and the 
problems of other departments; also, the apprentiet 's 
advance or promotion would depend on his ability to 
work in some other place than the one he had been 
trained in. In Big Business, however, the organization is 
so vast that contacts outside of a maids speciality are 
almost impossible. The business see ms to be so com- 
plicated as to stultify any atte mpt to sec more than the 
individual's department. Finally, promotion is usually the 
result e>f progressive specialization. Hence it is possible in 
a large corporation to go up almost to the top without ever 
acquiring an understanding of the whole or an ability to 
think in terms of the whole. Yet at the same time it is 
essential for Big Business that its specialists be forced to 
become “generalists” as early as possible. 

A professional army has very much the same problems 
as the large corporation. It too cannot automatically 
test a man in an independent command until he has 
reached such eminence that his failure would endanger 
the whole. It too needs a large body of specialists who 
at the same time must be capable of command, of general 
understanding and of decision. Finally, it too sufh rs 
from the natural Umdency of its members to look upon 
an able subordinate as a threat to their own jobs. An 
army solves these problems by subordinating its entire 
peace-time organization to the one task of training and 
selecting leaders through the alternation of periods 
of formal schooling in a speciality with periods of com- 
mands, manoemTcs, etc. But the corporation cannot 
subordinate its organizations to the needs for training. 
It must perform while it trains; the very means by 
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which it trains its leaders must in themselves further 
the general purpose of its institutional life, that is, efficient 
production. 

The Problem of Policy 

Hee.ius( the corporation is an institution it must have a 
basic policy. For it must subordinate individual ambitions 
and decisions to the needs of the corporation’s welfare and 
survival. That means that it must have a set of principles 
and a rule of conduct which limit and direct individual 
actions and behaviour. It must be possible for the 
individual who acts as an organ of the corporation to 
ascertain without much doubt whether his actions are in 
accord with the* long-term interests of the corporation he 
s(‘r\Ts. It must be possible for all members of the organiza- 
tion to obtain a final and binding decision on policies 
through a clearly defined procedure. Finally, the cor- 
poration, lik(‘ any institution, must have a constitution 
which clearly establishes authority and responsibility, 
l)o(h for the making of policy and for its execution. 

This raises the problem of the proper balance between 
adherenc(' to principles and adaptability to changing 
conditions. This is a particularly pre.ssing problem in the 
hirge corporation which by definition not only operates in 
a mt'clium subject to continuous change but is itself the 
leade r of' this change and without function except as the 
initiator of economic and technological progress. On the 
one hand, there is a real danger that rigid insistence on 
policy and precede nt will stifle the spirit of adventure and 
initiative on w^hich all business enterprise depends. On the 
other hand there is a real danger that speculation be 
mistaken for initiative. This applies especially as a profit 
arising from a vital improvement in productive methods 
looks just the same on the books as a profit resulting from a 
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“flutter” in the stock market. Yet, one might be the 
making of the corporation, while the other might lead to 
its collapse. The corporation needs thus in the first place 
the means to distinguish between changes in economic 
conditions which are fundamental and to which the policy 
must adjust itself, and changes which are purely transitory 
and have to be handled on the basis of expediency. 
Secondly it needs a means to distinguish between apparent 
and real profit. 

Another problem of corporate policy arises out of the 
necessary re liance on formal systems of accounting and 
organization which invites bureaucracy. The very fact 
that economic life is so insecure and changing puts a 
premium on the known and “safe”. The large cor- 
poration often does not have the means to stop or even to 
discover the bureaucratic dry rot after it has s('t in. There 
arc no critical outsiders such as, for instance, the cabinet 
ministers and parliamentary sccretaric's in England whos(‘ 
background and approach are completely diffcTcnt from 
those of the Civil Service. The top piTsonneJ of the 
corporation is recruited from within the organization. If 
the organization has become bureaucratic, the top people 
will have lost flexibility too — in the same way in which 
bureaucractic dry rot cxUaided through the Fnuich Army 
of 1939. Th(* premium on expert knowledge contributes 
substantially to this danger because it puts emphasis on 
the “professional view” as does the isolated life which the 
average managerial employee of the large corporation 
often leads. 

These problems (an only be solved, if there is a policy 
and somebody to make it. This implies first a definition of 
the nature and function of policy as something that can be 
isolated from the normal routine. Many corporations are 
like the man who had never realized that he spoke prose; 
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they do not know that they have a policy. This ignorance 
is dangerous. It makes it difficult for them to know w’hat 
they arc doing and why, and it also may lead them into 
making a sacred cow out of a meaningless or obsolete rule 
by calling it “policy”. The same applies for the policy- 
making organ: it must be clear w^ho makes policy, how 
and on what basis. 

This leads to the question of the relation between policy 
and production, between policy-miikers and adminis- 
trators. It also leads to the problem of the relationship 
between the two basic — and often conflicting — concerns of 
policy: the concern with the survival of the corporation as 
a smcx)thly-functioning administrative unit and the 
concern with the purpose of the corporation as an efficient 
producer. 

In every institution there is a latent conflict between the 
long-term demands of policy and the day-to-day conduct 
of business. Cutting across these lines there is always a 
latent conflict between the administrators who define 
efficiency in terms of the perpetuation of the administrative 
machine and the “doers” who define efficiency in terms of 
the aims and purposes for which the institution exists. 
These ccmfliels are not only inevitable, they are necessary; 
and no institution could function unless all four trends 
were equally represented. Yet no institution could survive 
unless these inherently conflicting forces arc balanced. 
Hence, the corporation needs a supreme policy-making 
organ through which these conflicts are resolved. 

The Yardstick 

The purpose of the corporation is to be economically 
efficient: it must therefore be measured by a yard-stick of 
efficiency, which means objectively, impersonally and 
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independently of emotions or desires. At the same time the 
modern large corporation cannot rely without reservations 
on the yard-stick of success in the market as it was 
developed under small business conditions. In the first 
place, this yard-stick measures total performance and does 
not measure the performance of divisions and executives 
within the corporation; it docs not automatically apply a 
gauge to leadership. Secondly, it does not automatically 
distinguish between profits resulting from changes in the 
competitive position of the corporation, and profits due to 
fortuitous circumstances. In other words, it docs not 
supply an immediate or reliable gauge of efficiency and 
strength. What is needed, therefore, for the corporation is 
a yard-stick that will eliminate the extraneous fluctuations 
from the evaluation ol' competitive achievement, and that 
will make it possible for the corporation to gauge on an 
impersonal and objective basis the performance of its 
executive personnel. 

The first rule of the corporation as an institution is 
suivival as an efficient organization of human efforts to 
the common end of most economical production, lb this 
end it must liavc a policy which harmonizes the divergent 
claims of administrative and purposive rationality; which 
makes possible adaptation to change and rejection of pure 
expediency; and which makes possible individual local 
action by providing a yard-stick and a framework. The 
corporation must be capable of finding all the talents and 
abilities in its organization; of developing them both as 
specialists (that is as high-grade human tools) and as 
“generalists” (that is as educated people capable of 
judgment and decision) at the same time; of bringing out 
their best while neutralizing their weaknesses; and of 
testing their abilities for independent command at a level 
low enough to make failure harmless. The distribution 
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of power and responsibility, the formulation of general 
and objective criteria of policy and action, the selection 
and training of leaders — these are the central questions of 
corporate organization. 


2 

Decentralization 

Can the corporation satisfy these basic requirements of 
institutional life and by what means? Tliis question we 
expect to be able to answer by studying the organization 
and the administrative policies of General Motors. 

In this study General Motors is considered only as an 
example of the social structure and of tlu* institutional 
problems of the big-business corporation. No attempt will 
lx* made to give a description of General Motors as such, or 
of its history — let alone of its products and results. 
However, an elementary knowledge of the main outlines 
of the organization and of its policies will be u.,eful. 

The domestic manufacturing properties of General 
M(itors can Ix' classed in three groups according to their 
main peace-time prcxlucts. First in employment and 
volume ol business comes the automobile and truck group: 
Chevrolet, Iluick, Oldsmobile, Pontiac, Cadillac and 
Geneial Motors Truck. To this group belongs also the 
Fisher Ikxly Division, which produces the bodies for all 
automobile divisions and which works in c losest contact 
with th(‘m. Most of the Fisher plants though managed 
separately by the Body Division, arc pin sically combined 
with the assembly plants of the automobile producers. 

The second group consists of the manufacturers of auto- 
mobile' accessories who produce most of the accessory needs 



THE CORPORATION AS HUMAN EFFORT 


43 

of the automobile plants, A good many of tlie accessory 
producers sell also outside of General Motors. In addition 
to the spare parts and replacement business which is 
v'cry important for practically all accessory divisions, 
some of them, notably the producers of spark plugs, roller 
bearings, ball bearings and electrical motors, sell directly 
to other industrial producers who in some cases account 
for more than fifty per cent of total sales. To this group 
also belongs Frigidaire — both historically and according 
to its manufacturing and engineering problems — which 
sells exclusively to the public. 

The third group of manufacturing properties consists of 
three Diesel engine producers in Cleveland, Detroit and 
La-Grange, Illinois, whose products comprise small 
Diesel engines for trucks, marine Dic'sel engines, and the 
huge Diesel-electric locomotives which pull America’s 
stream-lined trains. The Allison engine division pro- 
ducing aircraft engines also belongs in this group of non- 
automotive engine producers. 

During the war General Motors added to these three 
main foci of activities a number of aircraft producing 
plants located on the Eastern seaboard; these plants 
which were under one management and organized in the 
Eastern Aircraft Division presented a special reconversion 
problem. 

These three groups of manufacturing properties are 
organized in about thirty divisions ranging in size from 
Chevrolet and Fisher Body, which would be among the 
largest American businesses by themselves, to small one- 
plant appliance divisions, employing in peace-time less 
than a thousand men. Each of these divisions has its own 
divisional manager who is served by almost as complete a 
staff as if he were heading an independent business: 
production manager, chief engineer, sales manager. 
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comptroller, personnel manager, etc.; in other words, each 
division is organized as an autonomous unit. The three 
largest of these divisions: CheMolet, Fisher Body and 
Buick, arc represented in the top management by their 
own divisional managers. The other divisions are 
organized in groups according to their products, each 
under a group executive who, as a vice-president of 
General Motors, acts as representative of his group in the 
central manag(‘ment of the corporation and as adviser and 
representative' of central management for the divisional 
managers of his group. 

Side by side with this organization according to 
products theie is, as a part of central management, a set of 
functional service staffs: manufacturing, engineering, 
sal<*s, research, personnel, finance, public relations, law, 
etc., each under its own vice-president. These staff 
organizations advise both central management and the 
divisional managers, act as liaison between the divisions 
and formulate corporation policies. 

Th(' “line organization” — the manufacturing divisions 
— as headed by the President and his two Executive Vice- 
Presidents; the “staff work" is headed by the Chairman of 
the Board who is the Cliief Executiv^e Officer of General 
Motors, and by the Vice-Chairman of the Board. These 
five officials form a team. They work through and with 
two closely co-ordinated committees, one on policy, one on 
administration. In addition to top management these 
committees contain the senior administrative and staff 
officers of the company, former officers now on the Board 
of Directors, and representatives of the major stock- 
holders. 

These two committee.s are the central organ of co- 
ordination, decision and control, and may well be called 
the government of General Motors. They pass on all 
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major decisions in the fields of policy and administiation. 
They hear periodic reports on conditions, problems and 
achievements in all branches of the business. And tliey are 
the court of last appeal should there be serious disagree- 
ments on policy within the organization. Hence all 
members of these committees — whether departmental 
executives in charge of service staffs or divisions, or 
members of top management — are almost automatically 
informed at all time's about the work i)f all divisions, about 
all important problems and decisions in all fields, and also 
about the great line and the over-all policies of th(‘ 
company. Tiicsc functions, integration of “staff” and 
“line”, combination of a variety of experiences and 
special backgrounds into one policy, presentation of the 
over-all picture to all the senior me n, may well be more 
important in th(‘ normal course of affairs than the 
decision-making power of the committees. 

Each of these two top committees meets regularly 
to discuss and to decide. The actual executive work 
is, however, done by a number of specialized sub- 
committees, each in charge of a field such as engineering, 
labour, finance, public relations, distribution, etc. These 
sub-committees arc very much smaller. They arc built 
iiround a number of men from the field in question. 
The vice-president in charge of the appropriate service 
staff usually acts as the chairman. The membership 
includes experts in the field both from central manage- 
ment and from the divisions. But on each sub-committee 
there sit also several members of the top-management 
team and senior executives from other fields to balance 
the sectional viewpoint of the experts, to bring in a 
broader background of experience, and to relate the 
work of the sub-committee to the corporation as a whole. 
These sub-committees, in monthly meetings, actually work 
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out tlu* recommendations and presentations on which the 
two top committees act.* 

Neither this sketch nor an organization chart can, of 
course, show the outsider how the organization actually 
functions. But it should give some impression of the 
administrative and organizational problem^ that have to 
Ijc solved in order to make it run cfiRciently. There is the 
sheer size of the business — 250,000 workers in peace- 
time, twice that number during the war. There is a 
problem of diversity: not only do the finished products — 
over two hundred in peace-time — range from a Dicsel- 
elictric locomotive costing $500,000 to a bolt costing a 
1 fact ion of a cent; the production units required range 
from gigantic plants with 40,000 employees to machine 
sh(jps. There is a problem in aute)nomy: the five hundred 
men of ability, experience and ambition w'ho arc needed 
in major executive jobs in order to turn out all these 
different finished products of General Motors could not 
possibly be organized and managed from the top. There 
is also a problem of unity: with the bulk of the company’s 
products focused on one final utility, tht* automobile, and 
the refore directed towards the same market, the divisions 
could not be left to their own devices but must be one in 

♦ I hiive not conic* acroh.s much evidence tliat theories of governmental 
organi 7 .it ion or historical examples had any considerable influence on 
the develojmient of General Motors’ managerial organization The 
impetus seems to have been supplied mainly by experience and needs. 
Yet, tliere is remarkably close parallel between C'»eneral Motors’ 
St heme of organization, and that of the two institutions most renowned 
ior administrative efhciency. that of the Catholic Church and that of the 
modern armv as first ileveloped by the Prussian General Staff between 
1800 and 1870 and later adopted ever^wvhere I tend to think that this 
SI heme represents one of the basic solutions to the problem of in- 
stitutional organization for survival and efficiency — the other one being 
tlie system of checks and balances between organs constructed upon 
contrasting principles of rule, for instance the one-man executive, 
committee-judiciary and many-men legislature of the American 
Constitution 
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spirit and in policy. Divisional management must be both 
autonomous and directed; central management must at 
the same time give effective, unifying leadership and be 
confined to regulation and advice. 

General Motors could not function as a holding com- 
pany with the divisions organized like indepH'iidcnl 
companies under loose financial control. Central manage- 
ment not only has to know even minor details of divisional 
management but the top officials have to exercise th(' 
power, the prestige and the influence of real bosses. On 
the other hand Gcn(‘i al Motors could not function as a 
centralized organization in which all decisions arc made' 
on the top, and in which the divisional managers are but 
little more than plant superintendents. Divisional 
managers too must have tlu' authority and standing ol' 
real bosses. 

Hence G(‘neral Motors has become an essay in federalism — 
on the whole, an exceedingly successful one. It attempts 
to combine the greatest corporate unity with the greatest 
divisional autonomy and responsibility; and like every 
true federation, it aims at realizing unity through local 
self-governm(Mit and vice versa. This is the aim of General 
Motors’ policy of decentralisation. 

Decentralization, as tlie term is usually understood, 
means division of labour and is nothing new. In fact, it is 
one of the prerequisites of any management whether that 
of a business or of an army. But in General Motors usag(‘, 
decentralization is much more than that. In over twenty 
years of work, first from 1923 to 1937 as President, since 
then as Chairman of the Corporation, Mr. Alfred P. 
Sloan, Jr., has developed the concept of decentralization 
into a philosophy of industrial management and into a 
system of local self-government. It is not a mere technique 
of management but an oiitliiK of a social order. I)e- 
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centralization in General Motors is not confined to the 
relations between divisional managers and central 
management but is to extend in theory' to all managerial 
positions including that of foreman; it is not confined in its 
operation within the company but extends to the relations 
to its partners in business, particularly the car dealers; 
and for Mr. Sloan and his associates the application and 
further extension of decentralization arc the answer to 
most of the problems of modern industrial society. 


The Aims of Decentralizdtion 

Rc ause General Motors considers decentralization a 
basic and iini\'< rsally v aliel concept of order, I asked 
several General Motors c xeeutives — particularly men w'cll 
below the top — what in their opinion decentralization 
seeks to achieve. The* following is a summary of the vdews 
of a gooel many different peopl(‘. One man gav'c an 
unusually full statement of what he Ixlicvcd to be the 
aims and achic VTinc nts of the policy of decentralization 
that was (‘f particular int(Test1)ccau‘^e he himself hael joined 
General Motors only two years earlier after a distinguished 
career in aiK)ther big business organized on radically 
different lines; his statement — completely unrehearsed as 
my question was sprung at him in the course of an 
informal chat— has therefore been regarded as particularly 
valuable. 

We shall have occasion later to discuss the question how 
much of its programme decentralization actually realizes; 
here are the advantage s claimed for it: 

(i) TIic speed with wliich a decision can be made, the 
lack of any confusion as to who makes it and the knowledge 
of the policies on which the decision is based by everybody^ 
concerned. 
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(2) The absence of any conflict between the interests of 
the dUisions and those of General Motors. 

(3) The sense of fairness in dealing among executives, 
the certainty tliat a good job will be appreciated, the 
confidence and feeling of security that comes when 
personality-issues, intrigues and factionalism are kept 
under control. 

(4) The democracy ol' management and its informality. 
Nobody throws his weiglit around, ye t there is never any 
^doubt where the real authoiity lies. Eve rybody is free to 
cnticize, to talk and to sugge'st; yet onee' the decision is 
taken, nobody tries to sabotage it. 

(5) The absence of a gap in the executive gre)up 
between the ‘‘privileged few" and tli(‘ “great many". 
“Mr. Wilson (the Presielent) could not arre>gate to himseli 
any right lie docs not accord to his associates." 

(6) There is a very large management group. Thus 
there is always a supply of good and expt rienced leade rs, 
able to take top responsibility. 

(7) Deceuitralization uK'aris that we.ik divisions and 
weak managers cannot ride for any length of time on th(‘ 
coat taib of successful divisions, or trade on tludr own past 
reputation. “At the company I came from [this from the 
informant mentioned above] nobody e ver knew wlu'tluT 
the foundry was run efficiently or not, wlulher our 
foundry manager was a good or a bad manager; th(‘ 
foundry ce)sts were centrally merged in the gi*neral costs. 
In General Motors, tliis foundry would Ix' a division, so 
that the costs and the results of foundry operations would 
at once be visible to everybody." 

(8) Decentralization means th<‘ absence of “edict 
management" in which nobody quite knows why he does 
what he is ordered to do. Its place is taken by discussion 
and by policies which arc public and which are arrived at 
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as a result of the experiences of all tlu people concerned. 
“Perhaps my greatest surprise when I joimd General 
Motors [so again tlie above-mentiom cl informant] came 
when I attended my first ‘Sloan meeting’ [see below] and 
saw the extent to which even minor executives are in- 
formed of the reasons for company policies, and are 
(‘neouraged to speak their mind freely and to express their 
opinions, however much they disagree with central 
management. In . . . [the company where my informant 
had spent twenty years and where he had risen from 
apprentice to chief engineer] even senior executives were 
never t<jld the reason for any central management 
decision.” 

It is obvious from this summary — as indeed it was 
obvious in my talks — that the executivxs of General 
Motors do not only consider decentralization to be the 
correct concept for tlie organization of a big business but 
that they feel that, at least on th(‘ level of top management, 
the concept has been realized and it^ aims achieved. 


Central and Divisional Management 

Decentralization, as said above, is not <'f)nsidcred as 
confined to top management but a principle for the 
organization of *ill managerial n'latioiislups. It was 
developed, however, out of the problc ins of c o-ordinating 
central and divisional management into one whole. It has 
been tested most thoroughly on the top level of General 
Motors; and it has been most generally accepted and most 
successful on this level. Hence wc shall study tlic meaning 
and the effects of the policy of decentralization by 
analysing the relationships between central and divisional 
managements. 

Central management has twofold functions under a 
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system of decentralization. It is at the same time the 
servant of the divisional managers, helping them to be 
more efficient and more successful in their autonomy, and 
the boss of the corporation. And in this role it has to weld 
several hundred aggressive, highly individual and very 
independent divisional top executives into one team. 
These two jobs are apparently contradictory but actually 
inUrdependent. Their solution is attempted in various 
ways; (a) through the power of central management to set 
the goals for each division and for the whole corporation; 
(b) through its power to defim* tlie limits of authority of 
the divisional manager and through the power to appoint 
and remove divisional managers; (c) through its constant 
clieck on di\asional problems and progress; (d) through 
relieving tlie divisional manager of all concern with 
problems that are not strictly p*irt of the process of 
production and selling; (e) and finally through offering 
liim the best obtainable advice and h('lp through the 
service staffs of central management. 

(a) The manufacturing programme' of the various 
divisions has to be approved by central management, 
particularly as far as the car divisions are concerned; 
central management sets the price range within which 
Chevrolet, Buick, etc. operate. Beyond this range they 
cannot go without specific authorization. But no attempt 
is made to prevent Oldsmobile, for instance, from trying 
to displace the low-priced Buick car. No atU'mpt is mad<' 
to tell Chevrolet what prices to pay the Fisher Body 
Division for its bodies. No attempt is made to force any of 
the car divisions to buy its accessories such as lamps, from 
one of the General Motors divisions if the manager of a car 
division can show that he can get better value elsewhere. 

Similarly in respect to the Diesel divisions, it is central 
management that will have to decide whether the over- 
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lapping production programmes of two of these divisions — 
the result of historical developments antedating their 
acquisition by General Motors — are to be maintained or 
whether each division is to specialize on one tv^Dc of engine. 

Central management not only delimits the divisions 
against each other, it fits them into a general pattern as 
part of the unified corporation. It establishes the general 
over-all aim and allots to each division its role on the 
team. It establishes a total production goal on the basis of 
an analysis of the economic situation and assigns to each 
division its minimum quota. It determines how much 
capital to allot to each division. 

Above all, central management thinks ahead for the 
whole Corporation. It is thus differentiated from 
divisional management not only in power and function but 
in time. A good divisional manager is fully as much 
concerned with the future as with the present; indeed one 
way to distinguish a divisional manager from divisional 
employees — some of whom, such as the managers of a few 
large plants owned by the big divisions, have many more 
people working for them than the manager of a small 
division — is by the divisional manager’s responsibility for 
the long-term future of the business he runs. But it is not 
his r('sponsibility to decide in what direction his division 
should develop; that is the responsibility of central 
management however much it may rely on the advice of 
divisioiitd management. It is also the responsibility of 
central management to foresee problems and to work out 
solutions in adv^ance. Central management furthermore 
works out major policy decisions applicable to problems 
common to all divisions. Finally, it decides on expansion 
into new lines — for instance on the expansion into the 
Diesel field, on the acquisition of new properties and the 
establishment of new divisions. Of all the functions of 
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central management^ this responsibility to think ahead is perhaps 
the most important as it more than anything else makes General 
Motors a unified institution with but one purpose. 

(b) Central management determines llu' limits within 
which the divisional manager operates. Within General 
Motors this is usually expressed by saying that central 
management makes policy decisions, while the divisional 
manager is in charge of administration. This is, of course, 
a misunderstanding. Every executive down to the 
lowliest assistant foreman makes policy decisions; and 
e\ery executive, up to the Chairman of the Board, has 
administrative duties. But central management deter- 
mines both the areas of decision for the divisional manager, 
and the general rules to which his decisions have to 
adhere. To phrase it in terms of constitutional law, policy 
(h'cisions of a divisional manager must rest on an explicit or 
implicit delegation of policy-making power and must 
c onform to implicit or explicit commands or be ultra vires. 

And behind this, as an ultimate recourse, there is tlu* 
absolute power of central management to remove a 
divisional manager and to appoint a new man in his stead. 
Obviously it is a rare and grave decision to dismiss the 
manager of a division, and it is n garded as most im- 
portant by central management that it should be taken 
not on the basis of a personal impression regarding the 
man’s ability and achievement, but on the basis ol' 
objective records. But this is voluntary self-n straint on 
the part of central management which does not affect its 
unquestioned final power of removal. 

(c) More in evidence in everyday business conduct is 
the control through contact which central management 
exercises over divisional managers. Largely this is 
informal and a question of advice, discussion or mutual 
respect built up over years of collaboration. The vice- 
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president in charge of a group of divisions, for instance, 
has a very real power; but it is rarely, if ever, exercised in 
the form of orders. Rather it makes itself felt through 
suggestions made in discussing problems or achievements 
of the division, in discussing central-management decisions, 
or as a result of tlu* respect the divisional manager has for a 
man who, as is usually the case, has successfully been a 
divisional manager himself. The same kind of informal 
but very real control is exercised by the sub-committees of 
the Policy and Administration Committees with whom 
managers discuss their problems, plans and policies, and, 
as will be discussed later, by the service staffs. 

+Iowever there is a formal safeguard of central-manage- 
ment control, a formal veto power on all capital invest- 
ments Ixiyond a certain limit and on the hiring of ( xecutivc 
personnel beyond a certain salary. This veto power is 
rarely (‘xercised as a divisional manager is unlikely to 
make such a proposal without tlu* support of his group- 
executive and of the appropriate serv ice-staff. But it has 
the important result that practically every major policy 
d(‘cision of the divisions has to be discussed extensively 
with central management. 

Equally important is central management’s role in help- 
ing the divisional manager to be as cffev.tivT as possible. 

(d) To this end the divisional manager is relieved of all 
worry over financial matters. As president of an in- 
dependent company, he would have to spend a great deal 
of his time in obtaining the capital necessary foi expansion. 
This worry is taken off his shoulders c(jmplctely. It is the 
job of central management to obtain the capital for him 
lor any programme that has been decided upon as 
desirable. The same holds for legal matters. Also, 
General Motors has a uniform accounting system super- 
vised and managed centrally. Finally, most union 
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contracts and all negotiations in labour matters arc 
handled centrally by a staff of the Corporation under a 
vice-president; this is, however, not the result of a decision 
to relieve the divisional manager of a worry only incidental 
to the business such as underlies the centralized handling 
of financial, legal and accounting matters, but is the result 
of the demand of the United Automobile Workers Union 
for a uniform contract for the company; and the wisdom 
of such a centralized labour policy is hotly debated within 
the Corporation. 

(e) Finally, the divisional managers arc served through 
the service staffs of central management. Their first 
function is to advise the divisional manager whenever he 
feels in need of such advice. It is, for instance, quite 
customary for a newly appointed divisional manager to 
come to the Detroit office to obtain advice on the dis- 
tribution of the bonus (see below) within his division. 
During the war the manufacturing staff at Central Office 
worked out the basic manufacturing processes for many 
war products upon the request of the divisions; it is typical 
howTver of the way these staff agencies work that the 
final details of production and improvements in working 
methods were left entirely to the division. 

Another important function of the staff agencies is to act 
as liaison between the various divisions, and particularly as 
centres of information on new or improved methods. If, 
for instance, one dhdsion has worked out a new way of 
treating cast aluminium which cuts down costs by five per 
cent, the other divisions interested in this or similar 
problems will at once be informed by the service staff. In 
this way, the service staffs attempt to make sure that all 
over General Motors the most advanced methods are 
used. In the same way, informatiom about new problems 
that have arisen in one division and about difficulties to be 
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encountered with a new product, a new method or a new 
labour policy is collected and transmitted to all the other 
divisions to save time and avoid costly errors. Similarly, 
the staff experts make available to the divisions the most 
up-to-date methods developed outside of General Motors, 
whether in research, in merchandising, in the handling of 
public relations, etc. This service function of central 
management alone probably is worth considerably more 
to the divisions than the one-half of one per cent of turn- 
over that is charged by Gk:ncral Motors for the upkeep of 
the entire central management. 

It should be emphasized that the staff agencies in their 
relations with the divisions rely on suggestions and advice, 
and that they have no direct authority whatsoever over the 
divisional manager and his policies. Of course they might 
appeal to top management in a last attempt to force an 
obstructionist divisional manager into line; this, however, 
is a theoretical rather than a practical recourse. In the 
normal course of events the service staffs have to “sell 
themselves” to the divisional manager, and have to rely on 
their ability to convince the divisional management and on 
their reputation and achievements. No divisional manager 
is under compulsion to consult the service staff or to 
take their advice. Yet the relationship between service 
staffs and divisional managers is on the whole quite 
frictionless. 

Just as the service staffs apprise the divisional manage- 
ment of all important developments outside of his own 
division, they inform central management of all important 
developments within the divisions. To the service staffs — 
tliough not exclusively to them — central management owes 
its knowledge of the details of production, engineering, 
distribution and personnel management throughout the 
business, which is one of the most important factors in the 
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teamwork between the policy-makers at the top and the 
administrators in the division. 

Finally, it is the job of the service staff to formulate 
future policies in closest collaboration with both divisional 
managers and central management. The staff agencies 
themselves cannot lay down policies; they can only 
recommend. They must convince both the central 
management dealing with broad problems of corporation 
policy and the divisional managers with their concrete 
tasks, before any of their recommendations will be 
accepted as general Corporation policy. 

Like any formal analysis of a functioning organization 
this description fails to convey what is really the most 
important thing: the way in which the organs of central 
management work. It gives only an outline of the frame 
within which central management operates, and not the 
picture itself. When we turn to the divisional manager^ we 
cannot give even the frame. The nearest description of his 
status and operations might be to say that wdthin the 
limits of policy and decision set for him by central manage- 
ment, he operates on his own as the boss of his outfit. He 
is in complete charge of production and sales. He hires, 
fires and promotes; and it is up to him to decide how many 
men he needs, with what qualifications and in what 
salary range — except for top executives whose employ- 
ment is subject to a central-management veto. The 
divisional manager decides the factory layout, the technical 
methods and equipment used. He works out the capital 
requirements of his division and plans for expansion and 
for new plants — though central management must approve 
of major investments. The divisional manager is in charge 
of advertising and public relations for his division. He 
buys his supplies independently from suppliers of his own 
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choice. He determines the distribution of production 
within the several plants under his jurisdiction, decides 
which lines to push and decides on the methods of sale and 
distribution. He makes contracts with dealers and gives or 
cancels their franenises. In everything pertaining to 
operations he is as much the real head as if his division 
were indeed an independent business. According to the 
estimate of several divisional managers — corroborated by 
members of the central management — ninety-five per cent 
of all decisions fall within his jurisdiction. 

But this description, while correct, fails to convey one 
intangible though very significant fact: the atmosphere of a 
team of which the divisional manager is a member. There 
is no “General Motors atmosphere” and very definitely no 
“General Motors In fact I am greatly struck by the 

difference of atmosphere between divisions, and by the 
variety of personality and background between individual 
divisional managers. This variety is not only permitted, it 
is definitely encouraged by central management; for it is 
held that every man will do his best job when he does it 
his own way, and that each division will do its best job 
when it feels a pride in its tradition, manners and social 
climate. Hence central management refrains as much as 
possible from telling a division how to do its job; it only 
lays down what to do. Yet the divisional manager, 
though left alone as long as he does a good job, is conscious 
of his place on a team. 

Tins is largely the result of two broad policies which will 
be discussed later in some detail: the system of impersonal 
yard-sticks by which the performance of divisional 
managers is measured objectively in terms of their con- 
tribution to the team, and the interchange of factual and 
personal knowledge by which tlic divisional managers are 
kept informed of their place in the team, and of the work 
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of the team. But the dual position of the divisional 
manager as being at one and the same time the autono- 
mous boss of liis division and a member of a unified team 
shows best in the administration of the General Motors 
Bonus Plan — which in itself is an important reason why 
this dualism works without too much tension. 

General Motors sets aside each year a considerable part 
of its net profit for bonuses to executive employees, to be 
paid in General Motors shares (during the last years a cash 
alternative has been offered for part of the bonus to enable 
the recipients to pay war-time income taxes on the bonus 
without having to sell General Motors stock; this is, 
howTver, considered a temporary expedient). Top 
management decides how much bonus each divisional 
manager is to receive as his own personal compensation. 
It also decides the total to be allotted to each division for 
distribution among the employees below the rank of 
divisional manager. While guided by a formula expressing 
both the total results of the corporation and an appraisals 
of the results of the division, central management is 
independent in these decisions. Who is eligible for 
participation in the bonus is also decided centrally for all 
divisions; participation is usually confined to men above 
the income level of a general foreman. Finally there is a 
definite and strongly recommended pattern of bonus 
distribution. The more important a man’s position the 
greater should be his stake in the profit; while bonuses in 
the lower ranks of management should be a relatively 
unimportant “extra”, bonuses of higher executives should 
be a major source of income though very clastic. 

But within these general rules and recommendations the 
divisional manager decides how the bonus is to be dis- 
tributed among his subordinates. He may single out one 
department for a special award or penalize another. He 
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may reward or penalize individuals. To safeguard against 
arbitrary or partisan decisions he has to obtain the 
approval of central management before he can make 
radical departures from precedent, and has to explain his 
reasons. Once approved, however, his decision is final. 

For General Motors executives, particularly for the 
senior men, the bonus is in normal years a very important 
part of their income. Hence the power of the divisional 
manager to decide on its distribution makes him the boss 
in a very real sense though the general rules and the veto 
power of central management over the plans of the 
divisional manager make it difficult for him to be arbitrary 
or spiteful or to play favourites. At the same time the stake 
the divisional manager himself has in a bonus which 
represents both the results of his own division and the 
results of the whole business, tends to give him a strong 
incentive to do his best in running his division and to play 
a co-operative part on the team that is Gk'ncral Motors. 

The bonus enables the divisional manager to be both 
independent and a member of the group. Under normal 
business and tax conditions the divisional manager even of 
a small division should become in a few years a moderately 
wealthy man, if he keeps his bonus stock as he is strongly 
urged to do. Thus lie \>ill soon be financially independent. 
He need not hesitate to express his own opinion, to object 
to corporation policy, or to run his own division his own 
way; for he does not have to keep his job at all costs, nor 
does he regard himself as in any way inferior to the men in 
central management; they may be much wealthier 
than he is but tlie difference is one of degree rather 
than one of kind. At the same time liis prosperity is 
directly bound up with the prosperity of General Motors, 
the shares of which are usually his major asset. It is 
not a decisive factor in the working of the system of 
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decentralized management that the executives of the 
company are the largest indi\ddual (that is non-corporate) 
shareholders as a result of the bonus plan, and tliat 
General Motors shares aie the major assets of most of its 
executives; but it is important. 


A Two-way Flow 

Division of powers and of functions, unity in action — 
this definition of a federal union would be a fairly accurate 
description of the aim of General Motors’ policy of 
decentralization. Such a union cannot rest on blind 
obedience to orders. It must be based on an understand- 
ing of each other’s problems, policies, approaches, 
mutually between central management and divisional 
managers. Every one must not only know what is ex- 
pected of him but also how his neighbour will act and why. 
It is a problem which all large organizations have to solve. 
Concretely, General Motors could not function if every 
decision had to be approved by a few overworked men in 
New York or Detroit. At the same time, it could not 
function if these men at the helm did not know of every 
major move within the business. Similarly, it could not 
function if the divisional managers had to determine basic 
policy at every step; and it could not function if they did 
not know and understand policy decisions and the reasons 
behind them. The first requirement of General Motors’ 
management is, therefore, that as many of its executive 
employees as possible understand the policies, the pro- 
blems and the programme of the company and of its 
divisions. Both information and decision must flow 
continually in two directions: from central management to 
the divisions, from the divisions to central management. 

We have already mentioned some of the devices used. 
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The vice-president in charge of a group of divisions acts as 
a constant liaison on policy and performance between head 
office and division. The service staffs provide liaison in the 
technical fields not only between central management and 
divisions but between the divisions themselves. The sub- 
committees through which lop management works have 
members from the divisions and call in divisional executives 
all the time to advise and be advised. In addition, there 
are special meetings to create common understanding, 
which arc being held twice a year in Detroit under the 
chairmanship of Mr. Sloan, and at which important or 
acute problems arc discussed. At these meetings the results 
of the various divisions are also shown and reasons for 
success and failure are discussed. Suggestions from the 
divisions or from central management arc brought up for 
debate and unplanned but effective personal contacts are 
established between central management and divisional 
personnel. About two to three hundred people attend 
these meetings regularly; an equal number is invited in 
rotation. Thus practically every senior employee — 
beginning perhaps at the level of plant superintendent — 
has an opportunity to sec the business as a whole, to sec his 
place in it and to familiarize himself with the basic 
policies and the programme of the company. 

These meetings h<ivc been held for more than ten years 
and have been singularly successful. However, the group 
was felt to be too large to establish the personal contact 
between central office and divisional personnel that is 
necessary for the general understanding of policies and 
problems on which Gk-neral Motors depends. Therefore 
the “Sloan meetings” in Detroit are now being supple- 
mented by smaller meetings in the various centres of 
production in which members of the central management 
meet for several days with local executives of the divisions. 
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The attendants at these meetings include all the people 
who are invited to the “Sloan meetings” and a number 
of lesser employees from the local plants and offices. 
Similar meetings are being held with dealers. 

By these means managerial employees of tlic corporation 
are kept informed on pK)licics and problems: they are also 
constantly brought into the determination of policies. No 
imp>ortant policy decision is made without consulting the 
divisional executives affected by it. It is the right as well as 
the duty of every managerial employee to criticize a 
central management decision which he considers mistaken 
or ill-advised. In fact, the one definition 1 could obtain 
who is considered an executive in General Motors was: 
“A man who would be expected to protest officially against 
a policy decision to w^hich he objects.” Such criticism is 
not only not penalized; it is encouraged as a sign of 
initiative and of an active interest in the business. It is 
always taken seriously and given real consideration. 

Central management does not of course base its 
decisions on the votes of the divisional personnel. It may 
completely disregard the opinions of divisional manage- 
ment. But in turning down a divisional executive it will 
attempt to explain to him its reasons. It is a standing rule 
that central management is to rely on persuasion and on 
rational proof rather than on an order. In debatable 
matters central management often prefers to wait until the 
divisional managers have themselves come and requested 
a policy decision rather than dictate from the top. 

An example may illustrate the nature of this relation- 
ship. Several years ago, it was laid down as a general 
I>olicy that all foremen should be on a salary basis rather 
than on hourly pay, and should enjoy seniority in lay-offs 
over all hourly workers. During the war the number of 
foremen doubled. The new foremen were given the same 
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status as the old foremen, lest they feel deprived of the 
relative security of seniority and thus in a worse position 
than the hourly workers in the event of a post-war 
depression. This decision was seriously attacked by several 
divisional managers who felt that it demoralized the old 
foremen who should be distinguished in some way as the 
permanent supervisory force of the company. The 
divisional managers brought their argument before the 
central management which at once agreed to reconsider 
the whole matter. 

On the other hand central management does not 
hesitate to interfere directly and even ruthlessly whenever 
the interests or policies of the business are at stake. There 
is perhaps no greater contrast than that betw^cen the 
consideration shown to a divisional manager in all matters 
pertaining to the management of his division, and the co- 
opcTation expected of him in all matters where his 
conduct and policies directly affect the company as a 
whole. It is precisely here that the General Motors 
concept of central management functions pays its highest 
dividends. Because policy matters are usually discussed 
well in advance of the time when they become pressing, 
they can be handled leisurely and discussed freely and 
carefully. This, it is claimed, makes it possible to give all 
concerned a chance to think things through and to speak 
their minds without causing dangerous delay. Above all 
it makes it possible for central management to acquaint 
itself with the views of divisional management and vice 
versa. As a result when the time comes to put the policy 
into action everybody should know what he is supposed to 
do and why; every divisional manager should not only 
know where general policy begins and his autonomy 
stops but he should also accept the general policy as 
something he has helped formulate. Thus the question 



THE CORPORATION AS HUMAN EFFORT 65 

whose responsibility a certain decision is, will arise 
rarely, if ever. 

Freedom and Order 

The impression that emerges from an analysis of the 
aims of General Motors* policy of organization is one of 
great individual liberty in which every man — at least 
among the three to five hundred first- and second-line 
executives — is to be allowed as much responsibility as he is 
willing to assume. There is little emphasis on title, rank or 
formal procedure. Indeed, the one thing that is most 
stressed by all executives is the “informality” that exists in 
the relationships among the members of this group and in 
the division of their work. This raises the question how 
General Motors avoids the dangers which according to 
age-old experience threaten every federal and especially 
every committee form of government: the danger of a 
deadlock between co-ordinated organs, the danger of a 
break-up of the organization in factionalism, intrigues and 
fights for power. It has always been a ])asic axiom of 
political theory that freedom such as CJeneral Motors 
accords to the members of its top management group, is 
only possible within a clearly defined order with a strict 
division of authority and responsibility. General Motors, 
however, seems to lack largely what might be called a elear 
division of powers. Yet decisions must obviously be arrived 
at without too much delay or uncertainty as to who is 
entitled to make them, so as to enable the corporation to 
function in a highly competitive market. The question 
thus arises what it is that makes this “informality” 
possible. Can it be based solely on good will and on good 
intentions? Or does it require a strict frame of objective 
policy as a condition of individual freedom? This, 
needless to say, is not a new but a very old question of 
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politics — ^known in this country perhaps best as it appears 
in the conflict between Jeffersonian and Hamiltonian ideas 
of politics. 

There is a tendency within General Motors to explain its 
functioning as owing to human individual good will rather 
than to institutional structure. There is a good deal to 
back up such an explanation. There can be no douDt that 
the informality, the reliance on information and persuasion 
and the absence of “edict management” reflect accurately 
the personality of the man who developed General 
Motors to its present position — Alfred P. Sloan, Jr., for 
more than twenty years its active head. It is also certain 
that without Mr. Sloan’s personality the sy’stcm could 
never have grown up and established itself. Yet the 
tendency which underlies this “personality” explanation, 
to seek the basis of a political order in the personality of the 
ruler or in the good will of the citizens, is actually a very 
dangerous one. That it is current within General Motors 
is a potential weakness as it implies a lack of understanding 
by the organization of the factors from which it derives its 
strength. If it were true that the General Motors’ system 
rested on individual good will, it could hardly survive the 
life span of one man. It would also have validity only for 
an organization headed by one particular type of per- 
sonality and could not be regarded as a general model of 
industrial organization, wiiich is precisely w^hat General 
Motors aspires to be. Finally — and this is probably the 
most dangerous point for Grcneral Motors itself — such a 
belief might lead to a false sentimentalism, which evaluates 
executives according to the lip-service they pay to 
humanitarian principles, rather tnan according to their 
achievements. 

Actually, General Motors* decentralization does not rest 
on the good will of the men in top management positions. 
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It could, if necessary, function without the personal 
qualities which Mr. Sloan has shown in nis long ad* 
ministration. Indeed it has been functioning with senior 
executives whose personalities were the very opposite of 
his, and who had notliing of the informality and of the 
respect for their fellow workers which would seem to be 
required. There must thus be an objective, impersonal 
frame of reference to make possible if not mandatory the 
freedom of decentralized management. This objective 
frame is given in the use of modern methods of cost 
accounting and market analysis as an impersonal yard- 
stick to measure achievement of both policy-makers and 
production men. 

This objective yard-stick is comprised of two sets of 
measurements which apply equally to divisional manage- 
ment and its subordinates and to central management and 
its policy decisions: (i) Base pricing which gives an 
objective measure of the efficiency of the Corporation and 
of its subdivisions as a producer; (2) Competitive market 
standing which shows automatically and immediately the 
efficiency of the Corporation as a seller. Together these 
two gauges are supposed to show over-all efficiency and 
supply an immediate and objective check on decisions and 
policies. 

The function of the system of base pricing is to measure 
the productive efficiency of all units of the business and 
also to eliminate from the measurement of productive 
costs all extraneous and transient factors, particularly 
those introduced by the fluctuations of the business cycle. 
Its core is that careful analysis of all the cost factors 
that enter into production at various rates of capacity 
which is the basis of modern accounting. This makes 
it possible to determine at one glance whether a certain 
division— or a department within a division — is pro- 
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ducing with greater or lesser efficiency than the norm, 
and why. It also shows whether a good result is attribut- 
able to an increase in efficiency or to an improvement in 
methods, or whether it is the result of purely accidental 
factors for which management cannot claim credit. 
Above all, it makes it impossible to be deceived by a high 
profit in boom years if such profit is actually purchased at 
the expense of productive efficiency, that is at the risk of a 
permanent impairment of the company’s strength. 
Conversely, it prevents a divisional manager from being 
blamed for the disappointing returns of a depression year 
wh( n actually the result was caused by factors over which 
he had no control. Thus, a divisional manager will be 
held accountable for a deterioration of productive 
efficiency even when it is concealed by an increase in total 
profits; and he will get the credit for any strengthening of 
managerial efficiency, even when as the result of bad 
l)usincss conditions, his division operates at a loss. The 
cost analysis of base pricing thus gives an objective 
standard of manufacturing efficiency. 

The instrument of base pricing also furnishes a yard- 
stick for policy decisions — both before they are taken and 
afterwards. It shows the factors of productiv^e efficiency 
that arc likely to be affected by a policy decision, thus 
substituting facts for personal differences of opinion in 
policy arguments. It shows how costs will be affected by 
policy decisions deemed necessary or advisable not for 
reasons of productive efficiency but for such reasons as 
labour policy, merchandising, public relations, etc. 

Base pricing also shows the use made of General 
Motors’ capital. It measures the rate of return on capital 
invested and the factors: rate of capacity at which the 
plants operate, lifetime of the productive equipment, etc., 
on which this rate depends. The assumptions under 
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which any given investment is made can thus be isolated 
and checked against actual economic developments all 
the time. It thus furnishes a basis for policy decisions on 
expansion and measures the advisability of proposed new 
capital investments. 

It is indicative of the concept of management that is 
embodied in General Motors organization that the cost 
analysis underlying base pricing is made by the divisions 
— -just as it is customary in a good many divisions to have 
the department heads such as superintendents and fore- 
men make the cost analysis for their jobs. The necessary 
check is supplied by a comparison of the cost analysis of 
each division with those of other divisions within the 
company making comparable products or using compar- 
able methods — one reason for the company’s insistence on 
uniform accounting practices throughout all divisions. 

Efficient production is only one element in the success of 
a business in a free-enterprise economy, and has to be 
complemented by ability to sell one’s products in the 
market. Hence, in General Motors an objective analysis of 
the market and of the competitive standing of the products 
is used as the second measurement. The consumer’s 
decisions and preferences arc combined with the facts of 
the engineer to give an impersonal basis for decisions and 
for the evaluation of performance. Again the problem is 
how to eliminate purely extraneous fluctuations in 
measuring performance. This is done for the car-produc- 
ing divisions by measuring their achievement and com- 
petitive standing not in terms of total sales but according 
to the ratio of their sales to total automobile sales in their 
price range. A car division which vy#ould show a loss in 
percentage of its potential market would be considered 
as losing ground even though — as a result of prosperous 
business conditions — it might roll up high absolute sales 
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figures. On the other hand, it is generally understood that 
the management of Cadillac has been doing an outstand- 
ing job over the last fifteen years, even though the dollar 
volume of sales has gone down sharply. The share of the 
division in the total sales of high-priced cars has risen; 
the fall in absolute sales volume is thus not chargeable to 
Cadillac but to a shrinkage of the market for higher priced 
cars over which the Cadillac management has had no 
control and for which it can not be blamed. 

Since the accessory divisions produce largely for use 
within General Motors their efficiency could not be 
measured in terms of their competitive standing on the 
consumer’s market. Hence they are measured by a 
different — and perhaps even a more severe — standard, 
their ability to supply the car divisions at lower cost than 
any outsider. As mentioned above, no car division is under 
compulsion to buy from the accessory divisions, or under 
compulsion to pay the prices demanded by them. To 
obtain the custom of the car divisions, each accessory 
division must be able to meet the lowest prices of outside 
accessory manufacturers and to satisfy the quality and 
styling requirements of the car divisions. Most of them are 
therefore subjected to the test of competition as much as 
the car divisions. And while individual car buyers will 
often decide on the basis of habit or advertising appeal, 
that is on economically non-rational grounds, the accessory 
producers have to satisfy a buyer who is interested only in 
tangible and provable economic factors. 

The yard-stick of market performance is based on the 
assumption that consumers’ buying preferences and even 
their prejudices arc as much objective facts for the 
producer as are the facts and figures of engineering and 
accounting which underlie base pricing. It is as necessary 
to analyse the consumer’s preferences as it is to analyse 



THE CORPORATION AS HUMAN EFFORT 7 1 

cost factors. Without knowledge of the elements which make 
up the consumer’s decision, it would be impossible to find 
the causes of faulty selling performance or to plan rationally 
for improvements in the competitive position of a division, 
or of the business as a whole. Hence, General Motors has 
built up a comprehensive consumer research organization. 

The combination of tliesc two elements of objective 
analysis, base pricing and competitive market standing, 
has made possible a considerable degree of production 
planning. Annually each division submits estimated 
schedules for the next year in which it gives tentative 
figures for sales, costs and expected capital requirements 
on the assumption of a good, an average, and a bad year 
for the industry as a whole. It also indicates which of these 
three estimates it considers most likely on the basis of its 
knowledge of business conditions, trends in the used-car 
market, etc. By correlating the estimates of the various 
divisions, central management obtains a fairly repre- 
sentative picture of conditions in the industry as a whole. 
By closely checking this composite judgment of the 
producing and selling personnel against the analysis of the 
consumer research staff and of the company’s economists, 
a result is obtained which should not only be fairly 
reliable but which also is comprehensible to the executives, 
thus setting an objective frame for the work of the members 
both of central and of divisional management. 

Through measuring the efficiency and achievement of 
both policy decision and administration against the 
objective criteria of cost and efficiency, of return on the 
invested capital, and of competitive standing in the 
market. General Motors aims at the elimination of 
personal and subjective elements in the relationship 
between boss and subordinate, central management and 
divisional management. The questions, how efficient is a 
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man, how successful is he, and how important is he to the 
company, do not have to be decided on the basis of 
subjective preference. In fact, they should not have to be 
decided at all; they should be answered clearly by the 
objective yard-stick that records efficiency and achieve- 
ment immediately and automatically. The President of 
the company does not have to tell a divisional manager 
that he is not satisfied with him; the divisional manager 
knows it anyhow by looking at the figures based on his 
own cost and market analysis. Similarly, the President 
does not have to justify a promotion to the colleagues of the 
promoted man; he has the man’s record which is known 
within the company. Also the objective yard-stick should 
limit the personal element in policy decisions. If a man’s 
opinion or suggestion arc overruled it should be not 
because of the higher rank of the boss, but because the 
facts are against him. That w'ould make it possible for 
superiors fn ely to admit mistakes to their subordinates — 
perhaps the most important thing in human relations. In 
fine, this objective yard-stick should not only make possible 
informal and friendly personal relations, a spirit of team- 
work and a free and frank discussion. It should also — at 
least, that is what the people in General Motors claim — 
make the organization of management as a team on a 
federal basis natural and almost inevitable by erecting 
strong barriers of fact against action based on nothing but 
seniority and rank. 


3 

How Well Does It Work? 

Our analytical description of decentralization gives the 
impression of a carefully worked-out system. This 
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impression is by and large correct — ^for the system as it is 
to-day. But this analysis also seems to imply — as does 
every systematic description — that to-day’s structure has 
been planned this way. This implication is dangerously 
misleading. Indeed decentralization would be worthless 
and unworkable, if not outright destructive, had it been 
imposed as a theoretically-devised plan of corporate 
organization. Not only would such a plan have been 
rigid, doctrinaire and incapable of growth and develop- 
ment, it would have antagonized the people who were to 
work with it and under it as an artifact spun out of thin 
air, unrelated to actual experience and actual problems, 
and imposed on them by executive fiat. Decentralization, 
in other words, would have been regarded as a form of 
“enlightened despotism”. The important fact about 
“enlightened despotism” — also the one fact “enlightened 
despots” always forget — is that, while it appears as 
enlightenment to those in power, it is despotism pure and 
simple to those under it. Another and potentially even 
more serious result of a theoretical over-all plan would 
have been that every practical problem demanding a 
solution would have appeared as a challenge to the plan 
and as an attack on its basic principles — simply because no 
plan, however good, can foresee practical problems of the 
future and can solve them in advance. Finally, a 
theoretical system is always more concerned with the 
question whether the solution to a concrete situation is in 
harmony with the principles of the plan, than whether it is 
appropriate to the situation. A theoretical plan becomes 
an end in itself; and concrete administrative action — the 
first job of any system of government — becomes impossible. 

This is not to say that decentralization has been evolved 
“pragmatically”, that is, without reference to an under- 
lying concept. Certainly, when General Motors first 
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began to be organized as a unified body about thirty years 
ago, its leaders had concepts of management and of 
corporate organization, aims they were stri\ang for, 
beliefs, particularly how things ought not to be done. The 
general idea that a corporadon must have a ix)licy seems 
to have b<ien accepted by top management during the first 
World War or shortly thereafter. The general concept of 
decentralization as applied to the relations between 
central management and divisional managers, and the 
general idea of objective yard-sticks, date probably back 
to the early twenties. But these were general principles of 
organization and procedure — ^principles how to do and not 
to do things, rather than what to do or not to do. The 
corporate organization itself, the concrete organs, the 
concrete policies, the concrete decisions were developed 
gradually and in dealing with concrete situations and 
concrete personalidcs. 

Most of the demands for “planning’’ made to-day are 
based on the false assertion that “muddling through” and 
aimless floundering are the only alternatives to over-all, 
theoretical, for-the-future planning. That General Motors 
owes its strength precise ly to that use of principles and 
concepts as guides for concrete, unplanned and unfore- 
seen action of which the “planner” knows nothing, is thus 
of general importance. The most successful attempt to 
provide a basis for the political organization of the future, 
the American Constitution, used the same method. The 
Constitution is not a “plan” of Government, laying down 
what ought to be done. Neither is it “pragmatic”. It 
establishes a few, simple organs of Government with 
enormous powers of which only the limits arc given. It 
establishes an objective yard-stick in the law. It provides a 
few, very simple principles of decision in broad language; 
xnoft of them, it is noteworthy, lay down how not to act, 
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with the significant exception of the provisions for the 
revision of the Constitution which establish a positive 
procedure. But the actual organization and system of 
Gov^ernment were wisely left to concrete experience — a 
wisdom on which the success of the Constitution rests in 
large part. 

Because CJcneral Motors’ system of organization was 
evolved historically, the actual organizational reality 
necessarily abounds with exceptions to the general 
organizational concept. In the case of almost every 
division there are special historical reasons why this or that 
general rule is not observed: a special problem of pro- 
duction, a valuable but cantankerous sales manager, long 
since honourably retired, who did things his own way, or a 
particularly good or particularly bad atmosphere of 
labour relations, etc. Where the logician and system- 
maker would expect logical consistency, there arc large 
gaps. This or that problem that theoretically should have 
been answered one way or another, simply has never come 
up and has not been answ'crcd at all. In other words, 
General Motors is a functioning and moving organization 
of human beings and not a static blueprint. 

But it is not only impossible for the reality of General 
Motors to be a reproduction of the decentralized federal 
union of its concept, it would also be highly undesirable. 
The purpose of such a concept is never to serve as a rigid 
rule. Rather it is to be used like a compass bearing taken 
across rugged mountains. The actual trail will follow the 
natural contours of the terrain; but the bearing will give 
the deviation from the true course at every step and will 
thus ultimately lead to the objective, however great the 
detour and how’cvcr much the objective has been lost sight 
of on the way. 

This is true of all human organizations. Being human 
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they can never aspire to perfection and must thus make 
imperfection worlwble. !^ing human they also have to 
reckon with the very considerable differences of tempera- 
ment, ability and rhythm between individuals. A system 
of organization that is thirty per cent effective, will be 
more efficient and stronger than one that pretends to ideal 
efficiency. In fact it can be said that for a decentralized 
management to be efficient, it must contain at least a 
sprinkling of executives who pay very little attention to the 
rules of decentralization and are inclined towards a rather 
autocratic, “do-this-or-bc-damned” attitude. For every 
institution will sooner or later run up against a situation 
which cannot be solved on the basis of factual analysis and 
policy, on which agreement cannot be reached, and for 
which there are no precedents. Such Gordian Knots can 
only Ix' cut; and unless there is somebody in the organiza- 
tion who would rather cut than unravel knots, the 
decision will be avoided altogether in the name of reason- 
ableness. High-handed, arbitrary, even dictatorial 
behaviour may thus Ix^ not only no contradiction to 
decentralization, but a prerequisite for its functioning, 
pro\'ided only that such behaviour is seen and understood 
by everybody — including the dictatorial executive himself 
— as an exception and as a deviation from the norm. 

What we arc asking when we raise the question whether 
General Motors has realized its own concept of manage- 
ment, is not whether the company in its actual workings 
conforms to a blueprint but whether it uses decentraliza- 
tion as its over-all “true course’’, as the norm for actual 
behaviour — never realized entirely but always inferred — 
and as the basis for the approach to, and the solution of, 
new problems. 
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The Conversion to War 

To find out how much realization there is of tlic concept 
of decentralized management, we shall study General 
Motors’ conversion from peace to w^ar production. Here 
was a brand-new problem of terrifying proportions. There 
were no precedents; indeed its successful solution depended 
upon the ability of the company’s executives to disregard 
most of the lessons they had spent a lifetime to learn. 
Was this successful conversion based on the principles and 
organs of decentralization? Or did General Motors in the 
pinch have to give up its concepts? 

In 1941 the automobile business had the biggest year in 
its history and all divisions worked full time on satisfying 
record consumer demands. Central management, how- 
ever, was no longer concerned with the problem of peace- 
time production. As it is the function of central 
management to think ahead, the two top committees of 
General Motors began early in 1941 to worry about the 
peak armaments load which the corporation might be 
expected to carry tw'o or three years later. First, central 
management decided that Gk^neral Motors as the largest 
and most experienced producer of mechanical goods 
should go after the difficult and critical rather than the 
routine jobs. Then the problems were narrowed down to 
three: the determination of the speed with which war 
orders would come and the probable date of their peak; 
shortages of labour; and transportation bottlenecks. 

A considerable time before Pearl Harbour central 
management had decided that labour supplies would be 
the critical and controlling factor in the war programme, 
and that the extent to which General Motors could 
produce for the war effort would depend on its ability to 
avoid labour shortages. Hence in the spring of 1941 
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central management made case studies of the future labour 
situation in each of the geographic areas in wliich the 
company operates. The magnitude of this task can be 
seen from the fact that General Motors operates important 
plants in twenty industrial districts distributed over ten 
states; in some of these areas its plants are the major 
employers, while in others General Motors is only one of a 
number of employers, so that the labour needs of other 
companies had to be taken into account as well. By the 
autumn of 1941 the employment limits had been worked 
out for each major plant-city, and it was possible to plan 
to throw the maximum expansion into the areas where 
industrial workers would be obtainable most easily. On 
this basis alone the divisions were allocated the maximum 
war business they could accept; neither finance, plant 
equipment, available floor-space, nor type of production 
usually handled by the plant were considered decisive 
wherever labour could be obtained. This policy in all its 
details was completed three weeks after Pearl Harbour, 
that is, even before the Government was ready to give out 
armament ord( rs. And though the armaments programme 
underwent great changes, actual experience proved these 
forecasts of possible maximum production in each area 
to be correct witliin a margin of ten per cent. 

As a result of this planning, divisional managers knew 
from the start precisely how far they could commit tlie 
company and how much work they could and should 
accept. From the start, the divisional managers knew that 
they had to plan on a war production job scheduled to 
average twice the annual peace-time peak load. This 
made it possible for them to plan for maximum expansion 
at a time when many other corporations were still thinking 
and working in terms of much lower goals. Therefore, 
much of the job of building plants, of designing and 
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buying new equipment, could be done at a time when 
there were as yet no major shortages of building materials 
and machines. Finally, General Motors never had a 
serious labour supply or housing problem, and never had 
to go to the Government for housing or transportation. 
Nothing is considered by General Motors management as 
much a proof of the soundness of its organization as the 
fact that it succeeded in foreseeing and forestalling war- 
time labour and transportation shortages. 

Besides setting the maximum beyond which no 
divisional manager could accept orders without special 
approval by the Administration Committee, central 
management also set the minimum by laying down that 
every manager had within the shortest possible time to 
expand to the limits established for him. Central manage- 
ment supervised the war job of the divisions to the extent 
that any falling behind in delivery seliedule had to be 
reported and explained; in serious cases of nonfulfilmcnt 
of contractual obligations or promises, central manage- 
ment would actually step in. Otherwise, the divisional 
manager was entirely on his own. He alone decided wliat 
to produce, where and how. He priced his products for 
the Government, worked out delivery schedules, and was 
responsible for the methods of production. He decided 
what new plants and new equipment he would need and 
how the load of war work should be distributed between 
the plants. To help him in all this, he had the assistance 
of the service staffs of the company which acted as a 
clearing-house for new methods of production, as agents in 
the search for scarce supplies and in the discovery of 
subcontractors, etc. In addition, central management 
handled the legal side of all contracts for the divisions, and 
all matters of finance. A new service staff of central 
management was set up to assist the divisional managers in 
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handling war orders. The divisional manager reported to 
this war staff in Detroit all orders which he had accepted 
as well as those which he did not feel capable of handling 
himself. Thus, competition between the di\isioiis for the 
same order was eliminated as was also the danger that an 
urgent war job would not be done because it was not 
offered to the division best equipped to handle it. 

In obtaining orders, however, the services of central 
management went far beyond advising and informing. In 
going after war business and in the attempt to make the 
facilities and experiences of CJencral Motors most useful to 
the war effort. General Motors management worked as one 
team rather than on the basis of a nicely balanced division 
of powers. It was here that the policy of keeping the 
largest possible number of executives fully informed on 
corporation policies and practices paid the highest 
dividends by enabling both central management and 
divisional managers to act according to the requirements 
of the situation, rather than according to a formal 
organization chart. 

A very large part of the war orders was accepted by the 
divisional managers on their own, often without any 
consultation with central management. If they felt that 
their plants were able to turn out a certain new product, 
they went ahead. In a good many cases individual 
divisions were approached directly by the armed forces. 
In other cases divisional managers with their own staffs, 
worked out the lines of production which they were best 
equipped to handle, and made the bids for w'ar orders on 
this basis. Others went to Washington to find out which 
prcKlucts would be most urgently needed or which 
presented the most difficulties in production; and they 
accepted w'ar orders on that basis. 

The degree to which divisional managers were left alone 
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as long as they did a satisfactory job is shown by the fact 
that one of them agreed to the cancellation of the largest 
war contract General Motors held at that time and to its 
replacement by a contract for an entirely new product, 
without even informing central management before he 
signed. Months of preparation had been spent on the old 
contract; and in preliminary talks some of the most 
powerful men in central management had decided that 
the new product w'as one which General Motors could not 
produce satisfactorily. Yet, when the divisional manager 
decided to go against the almost unanimous opinion of 
central management rather than turn down the armed 
forces, his decision was final. 

On the other hand, central management in many cases 
would suggest to a divisional manager that he accept 
certain work. At one stage, the Army urgently needed 
medium tanks. Central management studied the pro- 
duction problem and came to the conclusion that tlic one 
thing absolutely necessary for tank production is adequate 
floor-space. The one division with surplus floor-space did 
not, however, possess the equipment and the engineers for 
such heavy work both of which central management found 
in another division. The two divisions were then brought 
together to work out a scheme under which the floor-space 
of one and the experience and equipment of the other 
were merged — under one divisional management, how- 
ever. 

In one case central management actually accepted an 
order. This happened when the Navy asked General 
Motors to go into the production of carrier-borne aircraft 
under conditions of engineering and manufacturing so 
new and difficult as to make it impossible for any existing 
division to handle the job. Central management therefore 
created a new division by bringing together under one 
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new management a number of plants on the Eastern 
seaboard that had previously belonged to several divisions. 
However, once this new division was started it was left 
entirely to the new divisional manager to do the job, to 
organize his plants, men and machines. It was also left to 
him to work out modifications of the contract and to 
accept new orders for new models. 

Similar methods were applied to the planning for 
reconversion to jx^acc-time work. The division between 
policy-making central management and executive 
divisional management made it possible for General 
Motors to plan for peace without in any way neglecting 
full war production, just as in 1941 it could prepare for 
war production without neglecting a record peace-time 
business. As soon as the main job of conversion to war had 
been done — around the middle of 1943— central manage- 
ment could begin to plan for peace-time conversion. 
Central management decided that General Motors should 
expand its capacity in the immediate post-war years, even 
though the post-war bu>ang boom in automobiles might be 
short-lived. Central management also worked out the fore- 
casts for post-war automobile production on which the over- 
all policies of the company were to be based. Finally central 
management decided on an expansion programme of five 
hundred million dollars for the immediate post-war period. 
After that decision which was taken in close consultation 
with divisional executives but independently of them, divi- 
sional managers were called in and were informed fully of 
the reasons for the decision and of the arguments behind 
them. They were also asked to voice whatever objections 
to the decisions tlicy might have, w'hich were thrashed out 
in a scries of meetings. Divisions were then asked to 
prepare their own plans for the actual job that had been 
set for them within the frame of the total expansion 
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programme. And while their plans in every single case 
were reviewed carefully by the central committees of the 
company, it was left up to the divisions to decide how to do 
the actual job. 

Nobody inside General Motors would pn-tend tliat the 
organization of the war effort corresponded in detail to the 
sy'stcmatic blueprint given in the last section. Instead of 
the neat, functional division between central management 
and divisional managers of the theory of decentralization 
we have in practice a series of huddles and scrimmages in 
which functions and tasks are divided according to the 
accidents of the concrete situation, or the individual 
ability, aggressiveness and drive of the people concerned. 
There are obviously areas in which the nature of the war 
job made impossible that divisional autonomy which 
decentralization prescribes. If there is only one customer, 
the Government, orders and distribution will tend to be 
centralized. When a strike becomes a threat to national 
security, labour policy will tend to be taken over more and 
more by central management if only because the re- 
sponsibility is too heavy for the divisional manager. And 
since General Motors imposed on itself a voluntary 
profit-limitation on war orders — similar to that later made 
compulsory by law — pricing and its corollary, re- 
negotiation of government contracts after their com- 
pletion, became largely central-management matters. 

The nature of the war job also made it impossible to 
realize that corporate unity on which decentralization 
rests. Instead of the 250 closely related or complementary 
products of peace-time, General Motors made more than 
3000 largely unrelated war goods. There could be no 
production policy, no “range” planned, and imposed by 
central management. The most that could be done was to 
prevent divisions from competing against each other, and 
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to promote subcontracting between them wherever 
possible. Otherwise physical and accidental factors — 
available labour, floor-space, army needs, willingness of a 
particular manager to accept an order or expiration of a 
contract just when facilities for the production of a new 
product were badly needed — largely determined pro- 
duction policy. 

And yet, it is also clear that underlying this apparent 
confusion there was a strong pattern around which action 
tended to organize. There was probably no one move in 
the conversion from peace to war which followed exactly 
the theoretical rules of decentralized management. But 
there were also very few, as our sketch shows, which did 
not obtain their tenor, their direction and their effective- 
ness from the principles of decentralization. It was 
precisely because General Motors had such a definite 
concept that it did not have to be pedantic about its 
realization but could let each man work his own best way, 
let each situation resolve itself according to its own logic. 
In other words, while no one rule of decentralization was 
fully or literally observed and realized, the pattern was 
always there. And while the success of General Motors 
conversion to war is not traceable to any one rule of 
decentralization, the company could not have done what 
it did in the way it did it, without the pattern, the concept, 
the principles of decentralization. 

It should be emphasized that, so far, we have been 
concerned only with decentralization in its original and 
narrowest application as the basis for the relations 
between central management and divisional managers; 
and our conclusions apply exclusively to this one, rather 
special application. In the next two sections as well as in a 
later chapter, we shall discuss the application of the 
principle of decentralization to other spheres of industrial 
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order; to the relations between the producer and the 
distributors of his product, to the relations between 
managerial personnel within tlic divisions, and to labour 
relations; and we may well find a very different situation 
then. But within these limits, that is as a concept of 
industrial order on the level of management, our con- 
clusion would be that General Motors realizes its concept 
of decentralization sufficiently to obtain from it an over-all 
pattern of behaviour and a basis for the successful solution 
of the most difficult concrete problems of economic life. 

Unsolved Problems 

How successful decentralization is we have just seen. 
But how valid is it? Docs it actually give an answer to the 
problems of institutional order: the supply and develop- 
ment of leaders; the orderly succession in top management 
without dependence on geniuses or wars of succession; the 
formulation of a policy flexible enough to cope with 
concrete problems, fixed enough to serve as a guide; the 
development of objective, impersonal yard-slicks of policy 
and performance? 

Our analysis maintains that decentralization gives 
General Motors a clear policy and a definite organ for 
policy decisions. Yet the rules apparently never become 
an end in themselves so that policy remains the servant of 
corporate purpose instead of degenerating into its master. 
The policies of General Motors aim at eliminating 
arbitrary whims and dictatorial dicta in management 
relations and at substituting instead a spirit of team work 
without, however, ever abandoning order and authority. 
They tend to put all authority under the objective control 
of an impersonal law — the objective yard-sticks — but 
thereby should make authority only stronger and more 
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legitimate. This should result in a genuine federation in 
which authority is based on function instead of on rank, 
and in which decisions are based on the impersonal 
criterion of a supreme law rather than on power. This also 
should create the conditions under which a genuine esprit 
de corps can develop which leads executives to accept the 
good of the corporation as their own good and goal, and 
which works that change in a man that makes him bring 
more out of himself than he really has. 

Above all the General Motors policies successfully 
establish a functioning corporate government. As the top 
manag( ment of the corporation consists of five men of 
almost equal authority, there should be a continuity; 
succession should be a process of gradual co-option of the 
ranking executives rather than an abrupt change of 
command and of policy. The same holds true by and large 
of other managerial positions. There arc always enough 
people available who arc familiar with the work. Their 
records arc clear enough and based on a yard-stick of 
achievement so that selection can be an impersonal and 
rational process rather than a civil war. The team-work 
organization of management, the assistance rendered by 
the service staffs, and the constant check against base 
price, market quota and consumer’s opinion, make it 
possible for ordinary human beings to run this enormous 
machine. 

All of this must be read wth the reservation in mind that 
actual performance is only an approximation to theoretical 
potential. Yet even if decentralization were completely 
realized, it still would fail to solve two big problems and to 
satisfy two basic needs of the corporation as an institution: 
(a) the conversion of the specialist needed at the lower 
levels into the leader with a general outlook and education 
needed at the top; (b) the breaking of the isolation in 
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which the top executives ol any big organization livt' 
inevitably, and wliich endangers the survival and 
efficiency of an institution which, like the corporation, has 
to live and to function in society. Both are problems of 
creating and training those rarest of all human qualities, 
imagination and understanding. And decentralization, 
being concerned with organization, cannot, by its very 
nature, provide something as unorganizable as imagination 
or understanding. 

As for the problem <^f leadership-education, there are 
apparently a good many different ways in which it might 
be attacked. In the first place — and that is the approach 
of <^ome of the senior men — it might be argued that 
people should never be allowed to become specialists 
confined to the knowledge of one field. At least, the man 
with leadership ability should be separated at a very early 
stage from the man with special skill and talent. While the 
latter should be allowed and even encouraged to specialize 
in his skill or in one type of researcli, the former should be 
systematically trained to understand and comprehend the 
whole rather than one particular part. Thus, right from 
the start — beginning with the foreman — men of executive 
ability should be transferred systematically from manu- 
facturing departments to sales or personnel departments, 
from work as a draftsman to work as a foreman, etc. They 
should not be given any executive position, not even a 
junior one, until they have worked in a good many 
departments of the business — a plan actually followed in 
one of the major accessory divisions of' General Motors. 
That process of all-around training should continue right 
through, partly by planning vacations so that the sub- 
stitutes of a man on leave would always be taken from 
another department, partly by an intelligent system 
of promotion under which a man would be advanced 
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according to the type of experience he needs rather 
than to the type of experience he has had. 

Following a similar line there are more ambitious 
proposals to use certain staff scr\'iccs of the corporation 
especially for the general over-all education of promising 
young men. There are several services which, by the ver>' 
nature of their work, always have to see the business as a 
whole, and which must deal, at least in an elementary 
fashion, with all its aspects. Thus even a subordinate in 
these staffs obtains a view of the whole and a general 
acquaintance with all its main phases. This applies 
particularly to Public Relations, Customer Research and 
Labour Relations, all of which, while themselves special 
fields employing sp>ecial techniques, focus on General 
Motors rather than on one division or one department. 
Hence the proposal to use these — and pe rhaps similar 
service staffs — as a training school; instead of recruiting 
their own permanent personnel from the outside, those 
staffs would accept able young men from the divisions for a 
few years’ service in rotation. 

A different approach is favoured by other executives 
who maintain that specialization in the beginning is not 
only necessary but wholesome, and that the young and 
inexp)cri('nced employee docs not possess the maturity 
necessary for a general education. What is needed 
according to this view is a liberal education at a com- 
paratively advanced level and mature age. Representative 
of this approach is the suggestion of one of the senior men 
in General Motors’ personnel management to run at 
General Motors Institute (a large engineering and adult- 
education school maintained by the company in Flint, 
Michigan) a one- or two-year programme for promising 
junior executives between twenty-five and thirty-five years 
of age, similar to the Niemann fellowships for journalists at 
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Harvard University. During this fellowship-period the 
employee would receive the same salary as in his last job. 
He would be free to choose his sulrjccts and he would be 
offered the chance to work under the best men from major 
universities and from industry, who would be invited for a 
year or two to join the faculty of General Motors Institute 
as visiting professors. This idea seems to be widely 
supported — though there is apparently a split between 
those who, following the Niemann plan, advocate that 
emphasis during this period should not be on engineering, 
manufacturing or other technical subjects, but on govern- 
ment, history, economics, philosophy and perhaps even 
on the arts, that is, on the basic subjects of a liberal 
education, and those who favour a post-graduate course in 
business management and production. 

It should be clear from this list of some of the ideas 
which arc being discussed within General Motors that the 
question of specialist versus generally educated person is 
not a problem that is unique to the big-business cor- 
poration. It is part of the debate on vocational versus 
liberal education that has been agitating the educational 
world for a long time. It may well be easier to solve this 
basic problem of modern education within an institution 
like General Motors than in formal education. 

The second problem, that of breaking the invisible 
isolation of the corporation executive, is much more 
difficult. The executive of a big business affects society by 
every one of his moves and is affected by it. Yet he 
inevitably lives in an artificial environment and almost as 
isolated as if he were in a monastery. This isolation is 
necessary. The executive of a big corporation — like the 
executive of any big organization — is too busy to see people 
except on business. Problems have to be presented to him 
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in a form which allows him to act, that is, stripped of 
everything not pertaining to the business of the moment. 
His contacts outside of business tend to be limited to 
people of the same set, if not to people working for the 
same organization. The demand that there be no compet- 
ing outside interest and loyalty applies to the corporation 
ex(‘ciitivc as it dews to the army officer. Hence executive 
Iif(* not only Iweeds a parochialism of the imagination 
comparable to the '‘military mind’' but places a consider- 
able* premium on it. 

In our present-day society this isolation is emphasized 
far beyond the necessary. It is, for instance, made 
practically impossible for the corporation executive to find 
out anything about the ideas, concerns, approach and 
mentality of labour in his frequent contacts with union 
leadei's — or for union leaders to find out anything about 
management and managers. For those two never meet 
except as antagonists trying to defeat each other: social 
and legal conventions — certain provisions of the Wagner 
Act, for instance — decree that their contacts be confined to 
the extraordinary: the conflict situation, rather than to the 
normal day-to-day relationships. Similarly, social con- 
vention has decreed a relationship between corporation 
executives and government which makes it most difficult 
for both to get to understand each other and to acquire the 
imagination to sec each other's motives, approaches and 
actions. Even though the great majority of businessmen 
working in Washington for the war effort hated their 
government Jobs as much as most of the other “temporary 
bureaucrats", they seem to be almost unanimous in their 
conclusion that their war service has gi^^en them a new 
understanding of government and politics; and there 
seems to be substantial agreement among these men that a 
peri^xl of work in and for the government should be part of 
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the regular education of the young business executive. 
But while the isolation of the executive of the large 
corporation can be lessened, a certain — and considerable 
— amount of mental parochialism is essential for the 
discharge of his duties. 

Yet this parochialism of the executive imagination is also 
very dangerous for the corporation. A corporation lives in 
society. Yet, the isolated executive cannot know — 
because he cannot imagine — what the efleet of his action 
will be. He can know only the arguments that are 
relevant to his job and to his environment. Nobody can 
see except from his own point of view; and the executive's 
angle of vision must be a narrow one for him to be 
effective. The fact that other people in other positions 
have another point of view may not only escape the 
corporation executive. It may even be incomprchensil)lc 
to him. He may know that every action of the society 
outside affects the corporation and its very survival as an 
efficient producer: the action and reaction of consumers, 
of labour, of voters, etc. But the isolated executive has no 
means of understanding why the outside world acts nor 
of foretelling how it will act.* Surveys, straw votes and 
other techniques are not the answer; for what is needed is 
not “facts” but an ability to see the facts as othcTs sec 
them. 

The parochialism of the military imagination inspired 
Clemcnceau’s epigram that war is too impoitant to be 
entrusted to the generals. Yet neither Clemenceau nor 
anybody else has been able to fight a war without entrust- 
ing it to the generals, that is to trained military executives. 

• A very good example of this is the inability of most American 
industrial executives to understand that Franklin D Roosevelt would 
be re-elected m the presidential elections of 1936, 1940 and 1944 why, 
another one, the inability of Henry Ford to conceive that “his" workers 
could possibly vote for a union 



BIO BUSINESS 


92 

Industrial production is also too important to be entrusted 
to men of parochial imagination, and yet has to be 
entrusted to men inevitably liable to it, namely the 
trained industrial executive. It is idle to suggest, as does 
Clemcnccau’s epigram, that the question can be solved by 
a change of executives or of the rules under which they are 
being selected. Whoever works in a big organization, 
especially at or near the top, will inevitably be bounded by 
it wherever he comes from. Hence the question is how’ can 
the corporation give its management the imagination, the 
understanding of the outside point of view, of the publi'^’s 
(consumers, w'orkers, voters, government) imagination 
and of the limits thereof.* 

This problem is not caused by bigness; it exists in every 
organization. But in a large organization it has to be 
solved by special means w'hereas it takes care of itself— by 
and large — in a small business. Just as the specialist in a 
small business can not help knowing what goes on in other 
departments, the executive in a small basincss can not help 
knowing what goes on outside his business. In addition 
the small, and even the medium-sized, business has in the 
Board <^f Directors an organ which, if properly organized, 
can supply the executive with an understanding of the 
reasoning, points of view and reactions of outside groups 
particularly important to the business, such as stock- 
holders, bankers, community leaders and major customers. 

In the large corporation, the automatic contact with the 
outside world is lacking almost entirely and by necessity. 
The Board of Directors cannot function as it does in a 

♦ Needless to say, all this applies to any large-scale organization. We 
have mentioned the problem of the “military mind“ But when Con- 
gress in 1943 revoltcil against the “professors" in the government's 
economic control agencies such as the Ofhee of Price Control, it really 
revolted against the predominance of the “academic mind" and its 
inability to imagine and understand economic problems as business and 
the public see them. 
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small business. The control of a large corporation is such a 
complex job and requires such constant attention that the 
outside ]^ard member, who has his own affaii's to look 
after, can know very little alx)ut the business — too little on 
the whole to be useful as an outsider. And tlic full-time 
Board member is simply another executive of the cor- 
poration. There have been many proposals of late to 
“restore” the lost function of the Board of Directors by 
adding to it members representing tlic government, the 
public, labour, and the consumer. In some cases such 
moves would have merit; representatives of the main 
shippers on the board of a railway, of the community on 
that of a public utility, of the medical profession on that of 
a pharmaceutical house, should have a good deal to 
contribute. But on the whole the solution does not seem to 
lie in reforming the Board of Directors. In the first place, 
imagination is needed far more constantly, far more 
s^'stematically and far more generally throughout the 
business than could be supplied by a Board small enough 
to be workable. Secondly, the imagination has to be 
supplied in connection w^ith concrete problems and 
concrete situations to be usable; otherwise it is just pious 
phrasemaking. And an outside director in a large 
corporation cannot know enough to be specific; he must 
remain a figurehead.* Hence General Motors’ decision 
not to clutte r up the Board of Directors with outside 
members but to restrict it by and large to top executives of 
the company, former top executives now retired and top 
executives of the Du Pont Company which owns a 


• The complete futility of the labour members which were appointed 
to the Boards of Directors under the corporation law of Republican 
Germany shows very clearly that m the modern large corporation, board 
membership by itself is pretty useless both for the corporation and for 
the group represented unless it is coupled with a detailed knowledge of 
the busmess which the outside board member simply cannot possess. 
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controlling interest in General Motors, is probably wise. 
But, of course, while this makes the Board of Directors 
usable as part of the executive organization, it docs 
nothing to break the isolation of the executives. 

To say that General Motors has worked out ways to 
solve this problem would be a gross exaggeration. Even to 
say that its management as a whole realizes the im- 
portanc{‘ of finding a solution would be to claim too much. 
Awareness of the problem, even of its existence, is by no 
means g<‘nrral; and it is, of course, least understood where 
the isolation is tlie greatest, that is among the executives 
primarily e ngaged in technical or production jobs. Yet, 
the corporation has ibund workable solutions in specific 
areas where lh<‘ danger of isolation was particularly 
obvious and cone rcte. And it is now engaged in evolving a 
long-term programme of bringing an understanding of the 
viewpoint, reaction and approach of the outside world to 
t]i<‘ executives. 

There are three fields in which General Motors has 
developed specific instruments to break the imaginative 
isc)lation of the corporation executive: customer relations, 
dealer relations and — still very much in its infancy — 
community relations in its plant cities. 

The oldest and most generally accepted of these is 
customer R-lations as organized in the Customer Research 
Staff. What makes it so effective is that the concrete 
importance of its findings is clear to everybody. The 
customer’s reasons, reactions and view^points determine 
wdiether he will buy a General Motors car. Normally it is 
very difficult to convince people that things and factors arc 
relevant to others when they are irrelevant to them; and 
Customer Research has had plenty of difficulties with its 
basic contention that the public’s beliefs, habits, idiosyn- 
cracics or even fallacies are as much a ‘Tact’' as the 
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engineer's figures. But becaase it is so obvious that the 
engineer’s job and the prosperity of his business depend 
fully as much on the public’s acceptance of the engineer’s 
product as on the engineer’s being right, Customer 
Research makes immediate sense — though its general 
acceptance to-day is due as much to the quality of its work 
as to the soundness of the concept. Customer Research is 
an organ which intentionally', systematically and con- 
tinuously supplies the customer’s point of view to manage- 
ment, and which enables the designer, engineer, 
production man and salesman to se(‘ himself and liis work 
as others see it. 

A similar end is aimed at with very dilferent means in 
the organization which tries to give the executive an 
understanding of the dealer's point of view and concerns. 
This organization, which will bc' discussed in detail in the 
next section, consists of two independent bodies: a Dealer 
Relations Council composed of representative dealers who 
meet regularly with the company^’s top executives; and th(‘ 
Motors Holding Division, a division oi‘ General Motors, 
which is actually itself in the dealership business on a large 
scale, grubstaking several hundred dealers all over the 
country. Through these two bodies — the one working 
mainly with central management, the other mainly with 
the sales executives ol' the divisions — the company rec('ives 
all the time, a knowledge, if not an understanding, of the 
dealer’s pf)sition, concerns, problems, points of view and 
prejudices. 

The gains resulting from an understanding of the views 
and reactions of tlie community in wliich a plant is 
situated and in which its employees live, arc in the long 
run as important as the gains to be derived from under- 
standing either consumers or dctilers. But they arc not as 
immediate and conen le. Also, community relations have 
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to be organized on a community basis, that is around 
divisional or plant managers which always takes more time 
than setting up a staff in the central office. Hence so far 
community relations have been organized really success- 
fully only in one of the many major industrial centres in 
which General Motors operates — Dayton, Ohio. This is 
generally admitted to be but the beginning of a determined 
attempt to give divisional and plant managers an under- 
standing of the community they operate in — and at the 
same time to give the community an understanding of the 
problems, approaches, concerns and views of the division 
or plant. 

The plant-city committee in Dayton represents all the 
important industries in the city. But in concept and 
organization, it is a projection of the “Sloan meetings” in 
Detroit. In addition to the top men of the local plants, the 
Dayton plant-city committee comprises local leaders from 
all walks of life; city officials, religioas and educational 
leaders, union officials, businessmen, newspaper editors, 
etc. It discusses industrial problems and decisions which 
affect the life of the community or community problems 
which affect the plants, such as housing, employment, 
traffic regulations, city planning, location of industries, 
labour supply and wages. 

Contrasted with these attempts to solve specific pro- 
blems of the imagination in specific areas by specific 
techniques, there is the proposal for an over-all and 
gcner:il programme of public relations to supply an 
understanding of the outside to the General Motors 
executives. This proposal is a logical result of the evolution 
of General Motors’ concept of public relations. 

To the general public “public relations” means publicity 
—essentially an extension of advertising from advertising a 
product to advertising its producer. And tlic term “public 
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relations” has thus acquired a rather unfavourable 
connotation of ballyhoo, press agentry, propaganda and 
white-washing. Undoubtedly General Motors also uses its 
public relations department for these things; but it has 
been slowly realized that the emphasis should be on 
acquainting tlie broad public with the problems of General 
Motors rather than on con\dncing it of the company’s 
virtues and achievements. This approach logically led to 
the realization that to reach the public with its problems, 
General Motors must understand the public’s problems 
first. 

Every major decision of a great corporation affects the 
public somehow', as workers, consumers, citizens; hence 
the public will react consciously or subconsciously to every 
move the company makes. On this reaction depends, 
however, the effecdvcncss of the company’s decision to no 
small extent — simply another way of saying that any 
corporation lives in society. Hence the effe ctiveness of the 
executive’s decision depends not only on his understanding 
the problems of his business and the mentality of his 
associates but on his understanding the public attitude to 
his problems — both, w'hat the public believes, and why. 
He may disagree with the public; but he must first 
understand why it holds views that s(*cm so radically and 
foolishly wrong to him. Hence the programme of public 
relations is to give both central office and divisional 
executive a knowledge of public attitudes and beliefs and 
an understanding of the reasons behind them. 

So far, plans are being made for work in the areas of 
labour relations, plant-city relatkms and general public 
relations. The programme is still in an early stage; and 
techniques have yet to be worked out and organizations to 
be set up. Also, it is perhaps not generally understood 
within General Motors’ management that the main 
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purjKise of such a programme is not tell the public but to 
listen to it — just as Customer Research did not start out to 
educate the public but to educate the corporation. If 
successful, the programme would go a long way towards 
eliminating the dangers inherent in the inevitable isolation 
of the executive' in a large organization. 

Our conclusion would thus be that in decentralization 
General Motors possesses a concept adequate to the 
solution of its own chief institutional problems — with the 
exception of those problems of understanding and 
imagination which recjuire special solutions. We should, 
however, mention one major reservation: it is highly 
(luestionable whether decentralization could be used 
succe ssfully eve n for relations such as those between the 
divisional manageis and central manageme nt in General 
Motors, were the present trend towards governmental 
c.<*ntializalion to continue. Wc have seen that the in- 
sistence of the United Automobile Workers Union on one 
labour contract for the w hole of General Motors has made 
necessary a ce ntralization of labour relations. There may 
he even further ( nforce d centralization in this field with 
the lalx)ui contract negotiated on an industry-wade basis 
w'hie.h would make imjx)ssible whatever local autonomy in 
labour matters there still is. We have mentioned that the 
inevitable efTe cts of the w ar: concentration of all orders in 
the hands of the government, centralization of raw' 
materials, price and labour controls in Washington, 
sevenly limited the scope of decentralization. De- 
centralization, which aims at the maximum autonomy 
and self-government of the local producing unit, could not 
operaU' were consumption, credit, raw materials and 
labour organized on a centralized basis, whether the 
controls be governmental, a cartel, or “one big union”. 
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The Small Business Partner 

In many respects the aiiiomobilc dealer is the prototype ol' 
the independent small business man. His business is usually 
large enough to lift him out of the “tradesmair' class. 
Few automobile dealers operate on a capital iru'cstincnt of 
less than $15,000; and in many a small town the leading 
car dealer is the largc'St independent businessman. 
Yet very few dealerships go beyond the range of small or 
medium-sized business — at least in terms of capital 
investment if not always in terms of profits. 

The dealer's functions cover a broad range. He sells one 
commodity: new cars. He also sells anotlaT commodity, 
partly competing with, partly complementary to, new 
cars: used cars. In connection with these two interre lated 
merchandising business<\s he runs an agency for a finance 
company and one for an automobile insurance company. 
Finally, he often — partic ularly in smaller places — combines 
his merchandising business with a repair shop which offers 
mechanical service s to the public. T here can thus hardly be 
any phase or any problem ofsmall-business operations which 
is not encountered regularly in automobile dealerships. 

At the same time the automobile dealer is a very unrep- 
resentative small businessman in om* resyxi.t, the extent 
and severity of the j>otential conflicts between his interests 
and those of his big-business partner, th(* automobile 
manufacturer. The dealer is tied to the manufacturer. Un- 
like the grocer he cannot sell cejmpeting brands of the 
same products but is confined to one make. Yet he has ab- 
solutely no control over cost and very little over the price of' 
the product or over the manner in which it is offered for 
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sale. The dealer invests his own capital and stakes his own 
economic future on the manufacturer’s product and on its 
ability to attract the public. 

The dependence of the dealer is heightened by the fact 
that to the dealer his right to sell a particular brand of cars 
is necessarily his main business asset. He talks of the 
agreement which gives him this right as his “franchise” — a 
term which carries with it the implication of a vested right 
which can be taken away only under “due process” and 
“just compensation”. To the automobile company the 
agreement can, however, never be anything but a “selling 
agreement” (which is w'hat it is legally) that is, a grant of 
agency, freely made for a limited period, revocable under 
conditions laid down by the manufacturer, and renewable 
only at the manufacturer’s pleasure. To the dealer, the 
“iranchise” is capital, “his” capital; but the manufacturer 
cannot admit that the dealer has any right to the “selling 
agreement” nor can he allow the dealer to sell or transfer 
this agreement as if it were his property. In other words, to 
stay in business the dealer must succeed in holding on to 
his “franchise” while the manufacturer in order to stay in 
business must be able to cancel his “selling agreement”. 

This situation in itself, w^hile explosive, w'ould not be 
unusual. Wliat gives it its unique character is the fact that 
— to put it swecpingly — the car manufacturer and the 
dealer, while tied to each other, arc not necessarily in the 
same business and may occasionally even regard them- 
selves as engaged in competing businesses. The immediate 
interest of the car manufacturer, liis business and the 
source of his profits, are new-car sales. But the dealer, 
however, unw'illingly, is primarily a seller of used cars. In 
the last pre-war years he had to sell an average of two- 
and-a-half used cars in order to be able to sell one new car. 
Conditions arc different now', in the immediate post-war 
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period, with the automotive reserves of the nation 
exhausted. But after a transition period we can expect the 
new-car market to become again predominantly a re- 
placement market as it had been from 1930 to 1941. A 
considerable expansion in total automobile ownership 
w^ould result only from major changes in highway con- 
struction and city layout. Unless the total number of cars 
in use increases sharply the automobile dealer’s business in 
new cars will again depend on his success in selling used cars. 

This may lead to a situation — by no means uncommon 
in normal times — where, in order to sell a new car, the 
dealer has to take a loss on the used car he receives in part 
payment; he will allow for it more than he can sell it for. 
In order to sell this used car he will again take a loss on the 
car traded in against it and so forth. On that part of his 
business which accounts for about seventy per cent of his 
turnover — the used-car business — the dealer must take a 
loss in order to maintain the quantitatively less important 
new-car business. This means that the dealer’s profit 
depends on his ability to keep the losses on sev(‘nty per cent 
of his sales below the profit he makes on thirty p(T cent of 
his business in the form of a commission on new car sales.* 
How slender this margin is, is shown by the experi(‘nce of 
General Motors deale rs, who, in a reasonably good pre- 
war year, lost eighty-seven cents out of every dollar 
received as gross profit on new-car sales in selling used 
cars. 

This way of drawing the picture presents the accounting 
convention rather than the economic reality of the auto- 

• This assumes that his overhead costs are earned by the income from 
his service department, the commission he receives as financing and 
insurance agent, etc It also assumes that the dealer does not add a 
hidden charge to the new-car price — the practice known as “packing”. 
But while 111 actual practice these assumptions are rarely completely 
realized, the necessary qualifications would not alter the basic picture. 
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mobile business. Yet it is true that the main factor in 
dealer profits is the ratio of used-cars losses to new-car 
profit. This in turn means that the dealer’s main chance 
for higher profits lies in lowering used-car losses, his main 
danger in an increase in lhes<‘ losses. This applies parti- 
cularly as the number of used cars that had to be sold to 
sell a new car had lx*en steadily increasing right up to the 
war. The dealer will lose if the numlxT of new cars put on 
the market increases beyond the capacity of the used-car 
market to absorb the proportionate number of trade-ins; 
for that, at ome, increases the loss on used-car deals. He 
will gain if the number of new cars available is just a little 
less than the corn'sponding used-car market capacity; lor 
that will push up the prices at which he can sell a used car 
and keep down llu‘ j)ri(e at which he can buy it. In other 
words the dealer is much more interested in the margin of 
profit or loss than in the absolute number of new-car sales. 
This explains the paradoxical fact that many dealers 
matle more money than they ever made before during the 
w'ar years when tlu re were no new cars, but also no losses 
on Used-car sales. 

'Hie profit of' the manufacturer, however — at least the 
immediate profit — depends exclusively upon new-car 
sales. The more he sells the higher his profit. In terms of 
immediate results— and this is the criterion by which sales 
managers u'^ually go and on wdiich they themselves arc 
usually judged and paid — the dealer's loss is the manu- 
lacturer's gain. I'he higher the allowance which the dealer 
makes for ‘^trade-ins", the more new cars he wall be able to 
sell. There is thus a real conflict between the immediate 
interest of the dealer and the immediate interest of the 
manufacturer. And it is in relation to this conflict that the 
franchise assumes importance. For it enables the manu- 
facturer to impose his interest on the dealer. 
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From the point of the dealer it is his right to sell new cars 
which is the foundation of his business. Without it his 
capital equipment is not of much v^alue. Above all, the 
dealer’s work and effort, the intangible but most important 
asset of the '‘good will of the going concern", is not 
embodied in something he can take with him, sell or 
bequeath, but in a better market and a better reputation 
for his product, that is in something that goes with the 
franchise. Lo^s of tlie franchise is a severe loss; mainten- 
ance of the franchise a first consideration. From the 
manufacturer's point of xdew the franchise is only a selling 
agreement which gives the dealer no title. The franchise of 
tlie dealers of some of the largest -selling cars can even 
to-day be cancelled on short notice and without stated 
cause. 

The manufacturer's view of the franchise is amply 
justified. The right to sell one's product exclusively is a 
unilateral grant of privilege and must be revocable. Hut 
the ambiguity in tlie economic me aning of the franchise 
puts the dealer into the power of the manufacturer who 
possesses a strong advantage in the threat of cancelling the 
franchise. In a situation where there is a latent conflict as 
there is in the dealer-manufacturer relation, such a one- 
sided distribution of power must, unless counter-balanced, 
lead to an abuse ofpower. Even if the sales manager wants 
to be fiiir, he will find it difficult to resist the temptation to 
use the threat of cancellation to prod the dealer into that 
high-pressure selling of new cars which leads immediately 
to higher losses on used-car deals. 

It will be said that this is a description of what might 
happen in extreme cases rather than ejnc e>f actual 
conditions. But not so many years ago — in the mid- 
thirties for instance — it happened only too often, at least in 
years of lagging new-car sales. 
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Such a conflict is dangerous socially as is every conflict 
between big and small business in the modern industrial 
society. But it is also very’ bad business for the manu- 
facturer. A good and loyal dealer organization is as impor- 
tant for the success of an automobile company as a good 
product; and good dealers arc hard to get. In its attempts 
to eliminaU‘ the latent conflict between manufacturer and 
dealer General Motors was certainly conscious of the 
broader, social implications of the situation. But above all 
the problem of fair and satisfactory dealer-relations is a 
problem of the efficient functioning, success and survival of 
the company itself — as much as the problem of leadership- 
training for instance. The dealer-policies of General 
Motors thus aim at making the company a better 
organized, more successful and stabler pro(iuc(T. They 
also aim at making General Motors a better citizen; but 
that is a secondary rather than the primary^ purpose. 


Dealer Policies 

The dealer-policies of General Motors fall into three 
categories: (i) Strengthening of the dealer's hold on the 
franchise including the erection of safeguards against 
excessive pressure on the dealer by the company’s sales 
staffs; (2) Strengthening of the dealer’s economic position 
through increasing his efficiency and helping him to keep 
down used-car losses; (3) Finally — tlie arch stone of 
dealer-manufacturer relations — the resolution of the latent 
conflict over immediate profits in the common long-term 
interest of dealer and manufacturer in a healthy auto- 
mobile market. The short-term conflict still exists 
potentially; but wherever it threatens to become actual it 
can be settled in the best long-term interest of both parties. 

Into the first category fall the changes in the (^ncral 
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Motors dealer contract which eliminate arbitrary or 
sudden cancellations of the francliisc. During its duration 
— the current contract is for tw'o years from the delivery of 
the first post-war cars — the franchise can be cancelled only 
for cause and at three montli’s notice. The actions or 
omissions on tlie dealer’s part which constitute cause for 
cancellation are expressly enumerated in the agreement. 
Before the franchise can be cancelled, the manufacturer, 
in the person of his regional or zone sales manager, will 
give the dealer a fair warning. Cancellation is not left to 
the regional or zone sales manager. However strong the 
case against the dealer, the internal rules of tlie company 
provide that it must always be submitted to the general 
sales manager of the division for which the dealer works — 
both to insure uniformity and to eliminate the influence of 
personal animosities. In addition the company is bound to 
repurchase a dealer’s stock and to share in the expenses of 
his lease in the event of a cancellation of his franchise. 

Wliilc the dealer is thus protected during the pe riod of 
his contract he has no legal claim to a renewal of his 
franchise; nor can the manufacturer give him such a right 
without losing control over the distribution of his products. 
This is clearly understood by the dealer. Also, the 
question of renewal seems to be a much less pressing one 
than that of cancellation — perhaps because renewal- 
negotiations can be carried on in cool blood and over a 
longer period, whereas cancellations used to be made 
under the nervous strain of a selling campaign. But while 
most franchises will be renewed as a matter of course, it is 
in the interest of both dealer and manufacturer to lay down 
definite rules and to exclude arbitrary and high-handed 
methods. 

Thus another internal General Motors rule: every 
decision not to renew a franchise must be passed on by the 
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general sales manager of the division. It must be based 
upon a recommendadon of the regional or zone sales 
manager and upon definite reasons. The regional or zone 
sales manager is cxjx'cted to have served a formal warning 
on the dealer, and to have given him a chance to mend his 
ways. In addition General Motors in a case of non- 
renewal has the same obligation to repurchase the stock 
and to share in the lease of the dealer as if it had cancelled 
the franchise. 

Tliese rules should take care c^f the routine. But there 
always remain a few cases where there is a genuine 
disagreement on the interpretation of the rules, and others 
in which they may be abused. Though numerically not 
important, such cases might produce a great deal of 
friction and of bad will; above all they might leave the 
dealer with the feeling that the rules are hypocritical and 
that the manufacturer tacitly tolerates or even encourages 
practices which he officially forbids. 

HeiK e, in 1938, General Motors provided an administra- 
tive appeals board to which dealers can take recourse 
when they feel that they have Ix^en WTonged by the 
divisionivl sales managers. This body — its official name is 
the Dealer Relations l^)ard — consists of the lour highest- 
ranking officers of the company none of whom has any 
dire< t concern with, or responsibility for, sak s. Any 
dealer can appeal to it, though the board may reiUse to 
hear trivial disputes. The appeal is decided without 
charg(‘ to the dealer, proceedings are informal, and the 
verdict is given within thirty days — provisions patterned 
after those of the quais-judicial review' bodies of the 
Federal government. In its seven years of existence the 
board has been appealed to only sixt) -seven times, mostly 
over the cancellation or non-renew al of franchises. Its real 
importance lies, however, not in the cases in which its 
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decision has been invoked but in the cases — number 
unknown but believed considerable — in which tlic very 
fact of its existence has brought about agreement between 
dealer and sales manager. It has led sales managers to 
adhere to the rules; for no sales manager likes to be 
disavowed by the top officials of the company. It has 
convinced the dealers, who apparently were quite 
sceptical at first, that they arc protected against arbitrary 
decisions and against an abuse of the sales manager’s 
power to cancel the franchise or to refuse its renewal. 

These jxdicies of General Motors have largely removed 
tlie francliise as a source of friction from dealer-manu- 
facturer relations. One point remains that cannot be 
covered by general rules — the safeguarding of the dealer’s 
interests in the event of his death or retirement. A 
''Uccessful dealer undoubte dly fe els rightly or wrongly that 
he has added gready to the value of the franchise — not by 
building up eejuipment but by building up good-will. 
The vahi(‘ of his business will be considerably greater than 
tlie value of his tangible assets; of his profits only a small 
part will be attributable to his tangible investment, the 
larger part will be a return on effort expended and on 
reputation built up. Yet the dealer’s legal title is confined 
to the tangible ass<‘ts which alone he can sell or beciueath. 
And no automobile manufacture! — whether a private 
corporation or a state-owned automobile trust — could 
recognize a vested or hereditary title to dealership. 

The General Motors solution for the problem is to miikc 
it part of the sales manager’s duty to safeguard the dealer’s 
extra-legal and extra-contractual equity as much as 
possible. If a dealer dies his son will be confirmed in the 
dealership if he has tlie necessary qualifications; to make 
this possible some of the divisions offer training courses for 
the sons of dcalei ^. If the son docs not want to carry on or 
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is not qualified— or if there is no son — the regional or zone 
sales manager will try to find a qualified buyer for the 
business who, in taking over the dealership, will pay a fair 
price for the going business of his predecessor. The same 
applies if a dealer wants to retire. General Motors is under 
no legal — probably not eve n under a moral — obligation to 
recognize the equity of the heirs or of the retiring dealer. 
The franchise has lapsed with the death of the dealer; and 
as the dealer does not own it he cannot sell it upon 
retirement. But in actual practice the unquestioned right 
of the manufacturer is subordinated to the interest of the 
dealer wherever possible. General Motors is even willing 
to provide acceptable candidates for a dealership with the 
capital to buy out a dealer who wants to retire or the heirs 
of a dead dealer. 

I have heard it said by some General Motors officials 
that this method of recognizing the undefinable stake of an 
old and successful dealer in the value of the franchise, is 
paternalistic, dep('ndcnt on the company’s good-will and 
not, therefore, a permanent solution of a real problem. 
But the problem of the invisible and intangible improve- 
ment made to the property by a faithful lessee or tenant, 
though antedating the automobile business by several 
thousand years, has never been adequately solved. The 
only guarantee of an adequate performance is the fact that 
of all the problems arising out of the franchise, this is the 
one in which the dealer’s interest is least likely to clash 
with that of the sales manager. The sales manager risks 
nothing by recognizing the moral title of the dealer, and 
he stands to givin a great deal in good-will, confidence and 
loyalty. 

The roots of the potential conflict between manu- 
facturer and dealer lie in the used-car losses. To build up 
the dealer’s efficiency and his economic p>osition General 
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Motors concerns itself almost as much witli the used-ear 
market as with the ncw-car market in which its own direct 
interests lie. Every zone or regional sales manager has a 
used-ear specialist on his staff to advise and help the 
dealers. The sales manager watches carefully the dealers* 
inventories of used cars and warns the dealers of any sign 
of congestion w^iich might force used-car prices down. 
The Chevrolet Division for example has built up an cut he 
uscd-car sales organizadon parallel to its sales organizadon 
for new cars. It makes constant surve>^ of the ascd-car 
market and research studies of consumer preferences and 
aversions when buying used cars. When at one time it 
became difficult to sell cars of its strongest compedtor at 
second-hand, Chevrolet diagnosed the trouble and found 
a way to overcome it. To die people within his organiza- 
tion who complained that it was Cheviolet’s job to sell its 
own cars, not those of the competitors, the sales manager 
simply answered that to sell used competidve makes was 
one of the ways to sell new Chevrolets. 

Finally, General Motors has made concern for the used- 
car market one of the factors which decide its ncw-car 
production and sales policy. The company draws up each 
year a production programme based on the best available 
analyses and forecasts of market conditions. On the 
b<Tsis of this programme the sales managers of the car 
divisions allot ncw-car sales quotas to individual dealers. 
One of the determining factors in this programme is the 
supply and price situation of the used-car market and the 
odtlook for the dealers. This means that, instead of 
relying on pressure, the sales manager can base his 
demands for sales on a set of data which, while not 
infallible, are at least impersonal. 
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Harmony Out of Conflict 

General Motors has realized that the dealer’s inu rest, a 
healthy used-ear market, is as much an interest of the 
corporation as the sales manager’s interest in new-car 
sales. New-car sales determine the company's profit for 
the current year. But the used-car market determines 
long-term prospects and profits. To put it in a different 
way, General Motors has realized that it has not earned its 
profit on the car it just sold until the last in the cliain of 
used-car buyers has paid his last instalment. This 
approach turns the policies described here from con- 
cessions to equity and dealer pressure into necessities of 
prosperity for the manufacturer. As soon as the sales 
manager himself measures his performance by tlie two- 
fold scale of current sales and used-c;ir conditions, his 
interests parallel those of the dealer instead ofclasliing with 
them. 

Resolution of the |X)tential conflict between dealer and 
manufacturer finds expression in tw'o organizations in 
General Motors through which the dealer and his interests 
are represented in the company’s management: the 
Dealer Council and the Motors Holding Division. 

The Dealer Council is an advisory body w'hich meets 
regularly w^ith the senior officers of the company (meetings 
were siisj^nded during the war). Now in its tenth year the 
Council has a membership of thirty-six or forty-eight 
members organized in three or four panels. TJie members, 
usually holding office for two years, are selected to re- 
present a geographic cross-section of the country as well 
as a fair sample of typical conditions. While not delegates 
in the sense of being elected or nominated by the dealer- 
ship, they tend to regard themselves as representatives of 
the General Motors dealers in their territory, call meetings 
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of these dealers to report on their work and to hear 
criticism, suggestions and ideas. 

The Council brings before central management the 
views, problems and complaints of the dealers. Its 
discussions have ranged from technical questions of 
automobile design to merchandising and advertising 
techniques. In addition it was asked to review the whole 
problem of the franchise; the new franchise has largely 
grown out of ils discussions. 

Compared to the Council which meets with considerable 
fanfare in the Chairman's office, the Motors Holding 
Division seems rather inconspicuous at first sight. Whereas 
the Council speaks on behalf of all 12,000 General Motor> 
dealers with a capital investment of about $300,000,000, 
Motors Holding never has represented more than 300 
dealers; and the capital with which it optTates has even 
in the busiest years remained below the ten-million mark. 
Nevertheless, it is more mwel and more interesting an 
experiment than the Dealer Council. It may also have 
directly and indirectly contributed more to the solution of 
the dealer-manufacturer problem. 

Motors Holding is an investment banker, adv^ancing to 
qualified candidates for a General Motors dealership up to 
seventy-five per cent of total capital requirements. It is 
probably the only institution now operating in tliis 
country wliicli successfully miikcs “character loans” ol' 
equity capital to small businesses. For this alone it 
deserves attention because the provisions of risk-bearing 
capital for small businesses is one of the greatest needs in 
our economy to-day. 

The immediate aim of Motors Holding is to help dealers. 
It advances capital to qualified purchasers of the business 
of a dead or ageing dealer. It grubstakes young men with 
drive and ability but with insufficient capital. It also 
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enables the car divisions to give the franchise to the best 
qualified rather than to the wealthiest candidate. In 
purpose and function it is comparable to other service 
staffs of General Motors. Its value to the business does not 
lie in the profits it makes directly but in the greater 
profitability and efficiency of the units it serves. Motors 
Holding runs its business therefore on a basis which tends 
to limit its returns to a moderate mterest and service 
charge. Tlie lion’s share of all profits goes to the dealer. 
In addition he alone benefits from any appreciation in the 
value of his business — usually the main source of profit in 
capital financing. He is not only entitled but compelled to 
buy Motors Holding’s share holdings in his business at 
cost and as fast as profits permit. How well Motors 
Holding has done its job can be seen fiom the fact that 
altogether 500 dealers have been set up in business by its 
capital loans. At the time the war broke out about 300 
dealers were carried on the books with an average invest- 
ment of $25,000 to $30,000 per loan. 

Motors Holding has the right to dissolve the partnership 
by buying out an unsuccessful dealer. This has proved 
necessary only in one case out of twenty — a rate of success 
whi('h compares very favourably with the experience of 
other forms of investment, and which goes far to prove the 
contention of the advocates of “character banking” that a 
man’s ability and integrity arc better security dian real 
estate or shares. Motors Holding thus proves two im- 
portant points: that risk capital can be supplied to small 
business — as against the assertion that in the modern 
economy small business must choke for want of capital; 
and that the capital needs of big and small business do not 
conflict by necessity but may complement each other. 

Perhaps even more important is the intangible result of 
Motors Holding’s operations. The division is an organ of 
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(Jencral Motors. Its capital funds come out of the 
company’s treasury. Its losses have to be borne b) General 
Motors. Its offices are in "he corporation’s central office. 
Yet its interests are the interests of the dealers — and not of 
that abstract thing “the average dealer” but of three 
hundred concrete, live dealers selling General Motors cars 
under all kinds of conditions all o\Tr the country. Motors 
Holding is thus not primarily interested in the 
formulation of general policies, but in concrete issues of 
dcaler-manufactunr relations which are likely to affect 
its investment. If a sales manager’s actions and policies 
are prejudicial to the dealers’ interests and prosperity, 
Motors Holding will tackle the sales manager — not as an 
outsider appealing to equity but as an organ of the 
company protecting a General Motors investment. The 
sales manager wall be much more willing to accept Motors 
Holding ;ls unbiased and as likely to he right than he 
would be to accept a dealer. General Motors as a whole 
will also obtain a l)ctter and more sympathetic knowledge 
of the dealers’ problems and point of view^ from Motors 
Holding than from surveys or conference's. It is hard to 
say how great the influence of Motors Holding has been 
in the development of the policies and practices through 
which the dealer-manufacturer conflic t is being converted 
into a harmony of interests; for it has been mainly 
exercised through informal talks on specific issues. But 
that it has been a very considerable factor in the solution 
of the dealer problem is certain. 

Tlic relations between producer and dealer thus l)uilt 
up, represent an application of the principles of de- 
centralization to a problem ihni is very different indeed 
from those in connection with which decentralization was 
first developed. The original task of decentralization had 
been to establish divisional autonomy within an institution. 
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Applied to tlic dealers, decentralization was used to 
establish unity between independent businesses. This 
shows, or at least it indicates strongly, that decentralization 
is a general concept of industrial order — a concept of 
federalism as we called it earlier — ratlier than a mere 
administrative technique. 

The experience of Gk‘neral Motors shows clearly the 
general rules that apply to the resolution of any economic 
or social conflict in harmony. The mere will to get along 
is not enough; but it is neither possible nor desirable that 
one or either party give up its self-interest. Harmony can 
always achieved if there is at least on(‘ area where the 
self-interest of the one is identical with the self-interest of 
the other. Then co-operation can be anchored in the joint 
pursuit of this common interest, to which the other and 
divergent interests can be subordinated. Starling with the 
agreement on the one area — for in’^tance the long-term 
interest that General Motors and the dealer have in 
common — the understanding of each otlu r’s position on 
those issues where the interests are in conflict can be 
organized. General Motors' experience proves again the 
old truth that a durable political structure is not one in 
which self-interest is subordinated to altruism or vice 
versa, but one in which the two become one or at least are 
made to pull in parallel directions. 

Finally the organization of General Motors' dealer 
relations is of general importance as an example of 
relations l)etwTen big and small business. Nobody will 
deny that there is potential or actual conflict between Big 
Btniness and the small businesses connected with it as 
suppliers, dealers, etc. The question is only whether 
harmony can lx* created. Hence the importance of 
General Motors' attempt to solve the problem. 
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No Other industry will have precisely the same problem 
of small business — big business relations as the automobile 
industry. To few other industries could these solutions be 
applied directly. But the general principles on which 
General Motors has solved the problem; federalism and 
the resolution of conflicts in harmony might well provide a 
model for a job that is still to be done in other branches of 
America's economy. 


Decentralization as a Model? 

Our study seeks to examine General Motors primarily as a 
test of the acliicvements, problems and solutions of a free- 
enterprise system. 

The leaders of General Motors themselves regard their 
concept of decentralization not as a technique of top 
management but as a basic principle of the industrial 
order. Hence the question arises wliether their corporation 
below the level of top management can be organized on 
the basis of decentralization with its objective* yard- 
sticks. Secondly: even as a concept confined to top 
management there is the question of the general ap- 
plicability of decentralization to American industry. This 
is particularly pertinent, as General Mote)rs is basically 
different in structure from most other American coi- 
porations. It produces several hundred distinct finished 
products which are the result of independent though closely 
allied manufacturing processes. Also with a productive 
machine that is amazingly diversified in its products and 
processes, Gk^neral Motors is integrated in actual operation, 
not only technically and financially but through producing 
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for one market. Out of this juxtaposition of unity and 
diversity, the General Motors policies doubtless have been 
developed; but how much validity do they have beyond 
the specific problem with which they were originally 
designed to deal? 

If decentralization is a valid concept of industrial order 
then the individual divisions within ^neral Motors must 
be capable of being organized on and by it. If the concept 
can be applied with fair success to oiganization within the 
divisions, it can be safely assumed to have universal 
applicability to, and validity for, American business in 
general. For most American corporations are more 
diversified in their products and processes than the 
individual General Motors division — hence, a priori^ more 
readily organized on a decentralized basis. 

Obviously, conditions within a di\ision arc very 
different from conditions on the top-management level. 
Instead of an organization according to products, with 
each divisional manager the head of an integrated unit, 
divisional organization is on a functional basis with each 
executive the liead of a functional department — engineer- 
ing, for instance, or selling — which could not exist by 
itself at all. This difference is the greater the farther down 
we proceed. It is not possible to look upon the executives 
within a division as independent and to give them that 
freedom wiiich the divisional manager enjoys. Above all, 
it is not possible to lay dow*n a distinction between general 
policy and administrative decision. Finally — perhaps 
most important — the objective yard-stick of competitive 
market position cannot be applied directly to the depart- 
ments within a division. As far as they are manufacturing 
departments they can be measured by the yard-stick of 
efficiency in terms of cost and of return on the investment; 
but they do not have a distinct marketable product 
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the performance of which can be measured directly. 

Still, in a considerable number of divisions, decentraliza- 
tion and the complementary policy of objective yard-sticks 
have been made tlie basis for intradivisional organization. 
One war-time division, producing aeroplanes, applied the 
pattern of General Motors to the organization within the 
division. Its five plants were run very much as if they had 
been five divisions. This did not apply to the relations 
with the custoiiK r — the government — which was neces- 
sarily centralized so that all orders were obtained by the 
divisional manager. This also, of course, determined tlie 
production schedule of the five plants. But the work was 
distributed in such a way as to give each plant a complete 
and integrated job to do. Consequently, each plant 
manager could be left to his own decision how to perform 
his assignment. Methods and approach differed widely 
from plant to plant even though they were situated close 
to each other. 

This particular division was built up in great haste in 
1942 and 1943. It was necessary to train in the shortest 
possible time more than forty thousand workers and close 
to two thousand foremen. Many of the foremen had never 
before been in an industrial plant, nor even as unskilled 
workers. Yet not only engineering and purchasing, but 
foremen and personnel recruiting and training were left 
in the hands of the five plant managers. As long as they 
did a good job and turned out their production quotas, the 
divisional manager did not interfere. At the same time, 
the divisional manager built up a small central staff of a 
dozen key men — comparable to the service staffs of 
General Motors — whose function it W'as to advise the 
plants, to help the plant managers whenever they felt in 
need of help, and to maintain unity in methods and 
approach between the plants. 
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Decentralization in this division was carried beyond the 
plant level and extended to superintendents and even to 
general foremen. Whenever possible, the subordinate 
departments were organized so that they did an integrated 
and complete job, which made it possible to give the man 
in charge full re^pondbility. Following the example of 
General Motors, all men of executive and supervisory rank 
were kept informed of divisional policy and divisional 
problems by frequent meetings with divisional manage- 
ment. 

Other divisions achieve similar results by less novel 
methods. In one accessory division wath a conspicuously 
good record, Ijoth in war and in peace, decentralization is 
achieved through the organization of a small group of 
senior executives comprising chief engineer, production 
manager, works manager, sales manager and personnel 
manager, who work ciostiy with the divisional manager. 
Each of these men has his own particular job. Each, 
howrver, is assumed to l^e capable of taking the divisional 
manager’s place at any time, and has therefore to inform 
himself of all phases of the division's operations. The 
divisional manager tints gets a fairly good impression of 
the abilities of each of his associates for independent 
commands, and each of the men obtains a fairly broad 
education for leadership and a general understanding of 
business problems. This policy is supplemente d by similar 
organizations farther down tlie line, by frequent meetings 
of suptTvisors and junior executives with divisional 
management and with colleagues in other departments, 
and finally by a policy of promotion which tries systematic- 
ally to give to promising men an all-round training and to 
acquaint tliem at every stage of their career with all aspects 
of the business. This is particularly noticeable in the way 
foremen are handled in this division. They get com- 
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prehensivc training when first promoted; tliey are also 
steadily shifted — first within the department, then within 
the business as a wiiole — so as to bring out their abilities 
and to force them to sec the business, rather than their own 
specialized department. 

In yet another division — one of the smaller car producers 
— the essence of decentralization is conserved through 
utilization of the tradition of craftsmanship wiiich is 
particularly strong in this division. Superinte ndents and 
even foremen are frequently brought into the councils 
of management. Tliey are informed of major prolilems 
that come up — whetlier they affc et their own department 
or not. They are given opportunities to study the 
problems of otliei departments of the division, and their 
advice is sought on matU rs concerning their department. 
This ditision, t<K), empliasizes all-round training in its 
promotion and personnel policy; it is the only division of 
the company as far as I know where as much attention is 
paid in promoting a man to what he needs to learn as to 
what he is able to do. 

Every one of these divisions is a big business in itself. 
The aircraft division with its 45,000 work( rs was very big 
business indeed and a good deal larger than most of the 
units of production found even in tlic biggest AmtTican 
corporations. Very few big businesses are as concentrated 
on one final product as was this division. Hence its 
exp(Tience proved botli that decentralization can be 
applied to management within the productive unit of a 
large corporation, and that it can be applied to businesses 
producing one or tw^i rather than a hundred final products. 
Not many American businesses could simply copy the 
General Motors model; but all — or practically all— could 
apply the General Motors principle. 



120 


BIG BUSINESS 


What Good is Decentralisation/ 

One qiustioii, liowevrr, remains still unanswered: 
What is the advantage of decentralization? Would there 
be any point for any other large corporation in adopting 
the principle of decentralization? This question g(K\s far 
^K‘yond the problems of business manag<‘meiit and touches 
upon vital issue s of social organization. 

Within Geneial Motors its<‘lf, a minority of .senior 
executives— small in numlxr but of considerable ex- 
jXTience and influence— inclines towards the view that 
decentralization is not necessarily the most efficient form 
of industrial organization <‘xcept uik^ t sjK cial conditions. 

The prof)lem is best illustrated by the' e xample of the 
Fisher Bexly Division — e)ne‘ of the large d within General 
Motors. Fisher Body decentralized its organization for 
war production. It divided itself into five major sub- 
divisions ce)rresponding to its five major war-time products. 
The manager ol each sub-division was in pretty much the 
same position as the manager of a General Motors 
elivision. He had his own staff and handled his own 
problems directly. Even within the sub-di\isions there 
were decentralized units with their own management. 
And the Fishei Rxly central management was organized 
after the mcxlcd of General Motors central management. 
It was a px)licy-making and supervisory body rather than 
in direct charge of production. It suppli< cl I he producing 
units with advice, help and direction through divisional 
service staffs. Before the wai however Fisher Body was 
almost completely centralized. Its plants were dispersed 
all over the country; wherever there w’as a General 
Motors car assembly plant there was a Fisher Body plant 
contiguous to it. Yet even minor matters of local manage- 
ment usually had to be referred to Detroit for decision. 



THK CORPORATION AS HUMAN FFPORl 


121 


And while — for reasons of its peculiar history — the 
division had the atmosphere of a large clan rather than 
that of a modern army, government was most decidedly 
( xercised through orders from the top. 

Within this division itself it is widely held that a 
centralized organization is the most efficient one for th(' 
Fisher Bexly peacx-time ty][>e of production: one highly 
complex finished product which only a few' small parts— 
such as the hardware used on automobile bodies — could be 
separated out technically or economically. It was naturaf 
efficient and altogether necessary to decentralize in war- 
time wh(‘n Fisher undertook to turn out five distinct final 
products. It would, how'ever, havr been unnecessary and 
contr«iry to the logic of the prcxluctiv'e process to d('- 
(cntralize Fisher’s peace-time organization. According 
to this opinion, decentralization, wdiile universally 
applicable, is not universally valid as the most cflficicnt 
form of indii'^trial organization. I’o prc'sent the argument 
in diffi n’ut w'<)rds, Fisher Body is a (,(>nsj)icnously efiicient 
producci. Its efficiency and performance account in large 
part for General Motors’ rise to first pla<'e in the auto- 
mobile busimss. While tlu' internal figun's of the corpora- 
tion arc not available, then* is little doubt that the rate 
of return on which Fishei operates compares fav^ourably 
wdth that of dee entralized divisions. What advantage in 
efficiency coulel Fisher derive from being decentralized? 
What disadvantage is entailed in its centralizatiejn? 

Ver\ much the* ^ame question is posed by the experie nce 
of ane>theT e)ne of the* ve*ry large divisions, Chevre^le t, again 
a ce)nspicue)mly e fficient producer — as responsible as 
Fisher Body fe)r General Motors’ growth. Yet Chcviolet 
also docs not apply the* principle of decentralizatiem, e)r 
rather it applic- it in a form which changes its whole 
meaning. Instead effusing decentralization as a principle 
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of indastrial organization, it uses it — very successfully — as 
a mechanism to sf)ccd up administrative work. Where 
General Motors secs in decentralization an application of 
the concepts of constitutional government and of the rule 
of law Chevrolet regards it as a traffic rule. One might say 
that Gi'neral Motors spells “Decentralization’’ with a 
capital “D”, Chevrolet with a small “d'’. In spirit 
Ch< vrolct is probably even more centralized than Fishe r 
Body was before the war. Yet no one can question its 
productive efficiency. 

In Chevrolet we do not even have the factor which 
deprives the Fi'^her Body example of its representative 
character: that there is one very large, expensive and 
complex final product incapable of technical or economic 
sulxlivision. Chevrolet manufactures a considerable variety 
of goods. All of the m go into the final car. But a good 
many of them are distinct as products as well as in the 
methods of their manufacture. Apparently this is a clear 
case for the application of genuine decentralization; yet 
the failure to decentralize beyond the initial stage has not, 
it would seem, n'sulted in impaired efficiency. 

The importance of the question whether decentraliza- 
tion is absolutely more efficient than centralization does 
not lie, primarily, in its application to business manage- 
ment. It is actually the question whethei a socialist 
economy can be as efficient economically as a free- 
enterprise economy. The issue between free enterprise 
and what for want of a better name may be called 
collectivism, should not lx* decided on grounds of economic 
efficiency. It is first of all a question of the organization 
of a free society and secondly one of full employment. 
Yet economic efficiency is an important aspect of the 
problem. 



THE CORPORATION AS HXJMAN EFFORT 


123 


The Market Check 

The difference between the frcc-entcrprisc system and 
state socialism or state capitalism is the dependence of the 
former on the market as the determinant of prices, 
profitability and production. The chief argument in 
favour of the greater economic efficiency of the free- 
enterprise system has always been the effect of the 
competitive market check. The main counter-argument 
has always been that the market check can be replaced 
by cost accounting and by “socialist comjx'tition”, that is 
by cost efficiency alone. 

All divisions of General Motors, eve n the biggest, 
are judged in the final analysis by their success in a 
highly competitive market. Yet the individual department 
or unit in one of the very big divisions is too far away 
from the market for its performance to be relat(‘d to 
market success. If it happc*ns to manufacture a part 
or a sub-assemldy whicli could not be sold or appraised 
independently, it is subject only to the yard-stick of 
cost accounting. On the belief that this yard-stick is 
insufficient unless supplemented by the yard-stick of the 
market, General Motors bases its advocacy of decentraliza- 
tion which relates tlie individual producing unit again 
directly to the market. The very large divisions of 
General Motors, however, have attained tremendous 
internal efficiency without decentralization, that is, on the 
sole basis of cost accounting. 

It would not be much of an exaggeration to say that the 
very large divisions of General Motors are run much like 
the units in a planned economy. They resemble remark- 
ably, in their interior organization, the Russian “trusts” 
with their “sociali«:t competition” regulated by base 
pricing as described in the most authoritative book on 
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Russian industrial management.* Equally striking is the 
ptuallel between the approach of the management of the 
biggest General Motors divisions to problems of industrial 
organization and the reported approach of Soviet in- 
dustrial managers. If a big busim ss — and few Russian 
units arc as big as Chevrolet or Fisln'i Body — can be as 
efficient a producer on a centralized as on a decentralized 
basis, free enterprise could hardly be maintained to be the 
necessarily most efficient producer — though, of' couise, 
efficiency of production is nc ither the only nor the supreme 
l(‘st of a social system. 

One answer to ihi^ question might l)e that the biggest 
(General Motors divisions are efficient not Ixcause but in 
spite of their centralized management. Th(*ir organization 
actually is less efficient. But this relative inefficiency is 
pre ve nted from making itse-lf felt by the* annual mexlel 
change customary in the* automobile* industry which forces 
e‘ach car manufacturcT te) prow himself anew every year 
in a highly compeliliv'e* market. In consequence, (*ven the 
units e)f a eentralized large division are under steady, 
the)ugh indirect, ])ressuie* from the market. Their results 
eauineU actually be measured in te rms e)f' compe titive 
market positie)n since tlu'se units by themselves do not 
prenluce *1 finished prexluct, but the* ce>m})e'titive ])ressure 
is at weirk all the time* throughout the divisieJii. Thus llie* 
e fie e ts e>r de*centralization are achieved to a con^ieie ruble* 
e'xte*nl e ven iheuigh ele centralizatie)!! itself is abse*nt. 

I'his ee>rrespe)nds to the well-knem n argument ejf' 
thee)retical economics that cost accounting is a sufficient 
yard-stick e)f productive efficiency only if there is a real 
market. Withemt such a real market in the distance — a 

• Management in Rus.sian Industry and Agriculture by e^regoiy^ 
Hienstock. Solomon M Schuar/ and .\aron Vugou (e)\ford Unnersity 
Press, New York, 0)44) 
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market that is “objective” in that it cannot be manipulated 
by those who arc measured by it — cost accounting lacks a 
valid frame of reference. It ceases to be reliable and to be 
incorruptible. “Socialist competition”, that is, cost 
accounting without the ultimate reference to the market, 
according to this argument, is like a game of poker in 
which one player could always change the rules to suit his 
hand. It cannot be as efficient as cost accounting subject 
to an indirect market check. And the latter in turn can 
only be as efficient as the direct market-check supplied by 
decentralization if th<' market is unusually competitive as 
in the automobile industry. Indeed the market situation 
oFthis industry is so unusual — for the annual mcKlel is some- 
thing few industrials could have — that we would be justified 
in concluding from this argument that on the wffiole a 
centralized or^anizeitm, even if its cost accounting is anchored in 
a genuine market, is inferior in productive efficiency to a de- 
centralized organization until its immediate double check of cost 
accounting and market. 

b is .1 good argument; and it shows l)oth the lunction 
of th(‘ market as an objective yard-stick and the validity of 
(leeeuti alization as a principle* ol‘ industrial ordc'r. Yet it 
rc sts ('ss( ntially on negative proof, and even the bc'sl 
negative proof always sounds a little specious. Another 
argument howc'vei roundly asserts that the cenlr«di/,(‘d 
large divisions of General Motors are l(‘ss efficient than 
they would be if dc < c ntralized. While* they can produce 
goods as cheaply and as efficiently as any decentralized 
division, they fail to measure up to oru' of the most 
important yard-sticks of institutional and administrative 
efficiency: they do not di‘'Cov(‘r and develop industrial 
leaders. 
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Developing Leaders 

This docs not mean that people in Chevrolet and Fisher 
Body do not advance; perhaps there arc greater oppor- 
tunities for promotion — and undoubtedly greater oppor- 
tunities for higher incomes — in the large divisions than 
there arc in the small ones. The managerial employees of 
the large divisions may well enjoy a greater security than 
people in the smaller divisions. Yet a senior executive of 
one of the large divisions told me that he, himsc If, had 
advised one of his subordinates to accept a less vv(il-paid 
job in an accessory division. “If he had stayed with us, he 
would undoubtedly liavc made more money and he would 
have had very good chances liere. But he would not have 
n ceived the training in an independent job and proper 
business expe rience. Above* all, he would hav'c remained a 
more or less anonymous member of a large organization. 
Now he will be forced to make himself familiar with all 
aspects of management instead of with engineering alone. 
He will be* forced to learn to make decisions. He will be 
judged on his performance, rather than on that of a large 
organization. And if he has ability, as 1 think lie has, he 
will have a good chance to become a divisional manager 
and to graduate to teip management.” In other words, in 
the big divisions, because of their centralized organization, 
men arc* likely to remain specialists with purely depart- 
mental knowledge right up to the very end of their 
careers. They do not receive a rounded experience which 
enables them to be leaders, nor do they get the oppor- 
tunity to show their abilities in an independent command 
where they can be judged by their own individual 
fK'rformance. In a large centralized division there is thus a 
lack of that efficiency which alone holds out the promise of 
economic efficiency to-morrow, and without which there is 
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no proper solution of tlie problem of survival, vital to any 
institution. 

The assertion that the very big, centralized divisions arc 
of inferior efficiency in leadersliip training and develop- 
ment could not be proved or disproved statistically. In 
fact while tliis book was being written, several Chevrolet 
executives were being promoted to top-management 
positions in General Motors. Yet, there is an impression 
throughout General Motors — intangible but real — that top 
management has been recruited to a proportionately 
greater extent from the smaller, decentralized divisions 
than from the centralized big ones. Whenever people 
talked to me about the bright young men who are likely to 
be on top ten or fifteen years hence there was an emphasis 
on men in the smaller divisions. While the very big 
divisions have undoubtedly done as good a war-production 
job as anybody in this country, the examples used by 
executives in their stories of managerial ingenuity and 
technical achievement were predominantly taken from the 
smaller divisions. ^VlK‘n General Motors embarked upon 
its most difficult war job in which a division had to be 
founded to do an entire ly new job that had never been 
done before — a job on whose successful performance the 
Pacific war depended to no small degree — the new 
manager as well as his cliief assistants were taken from 
small divisions. By itself each of these impressions — and I 
give only a sample — would be meaningless. But while not 
adding up to proof, tiiken together they display too 
consistent a pattern to be mere coincidence. 

Perhaps most telling is the fact that this conclusion seems 
to be fairly generally accepted as valid within General 
Motors, and even within the big divisions themselves. A 
senior executive of one of the big divisions after speaking at 
length about the advantages of his centralized organization. 
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Developing Leaders 

This docs not mean that people in Chevrolet and Fisher 
Body do not advance; perhaps there are greater oppor- 
tunities for promotion — and undoubtedly greater oppor- 
tunities for higher incomes — in the large divisions than 
there arc in the small ones. The managerial employees of 
the large divisions may well enjoy a greater security than 
people in the smaller divisions. Yet a senior executive of 
one of the large divisions told me that he, himself, had 
ad\ased one of his subordinates to accept a less well-paid 
job in an accessory division. “If he had stayed with us, he 
would undoubtedly have made more money and he would 
hav(' had very good chanc<'s here. But he would not have 
received the training in an independent job and proper 
business experience. Above all, he would have remained a 
more or loss anonymous me mber of a large organization. 
Now he will be force d to m:dce himself familiar with all 
aspe cts of management instead of with engineering alone. 
He will be forced to learn to make decisions. He will be 
judged on his performance, rather than on that of a large 
organization. And if he has ability, as 1 think he has, he 
will have a g<'K)d chance to become a divisional manager 
and to graduate to top management.” In other words, in 
the big divisions, because of their centralized organization, 
men are likely to remain specialists with purely ckpart- 
mental knowledge right up to the very end of their 
careers. They do not receive a rounded experience which 
enables them to be leaders, nor do they get the oppor- 
tunity to show their abilities in an indep<mdent command 
where they can Ix' judged by their own individual 
pe rformance. In a large centralized division there is thus a 
lack of that efficiency which alone holds out the promise of 
economic efficiency to-morrow, and without which there is 
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no proper solution of the problem of survival, vital to any 
institution. 

The assertion that the very big, centralized divisions arc 
of inferior efficiency in leadership training and develop- 
ment could not be proved or disproved statistically. In 
fact while this book was being written, several Chevrolet 
executives were being promoted to top-management 
positions in General Motors. Yet, there is an impression 
throughout General Motors — intangible but real — that top 
management has been recruited to a proportionately 
greater extent from the smaller, decentralized divisions 
than from the centralized big ones. Whenever people 
talked to me about the bright young men who arc likely to 
be on top ten or fifteen years hence there was an emphasis 
on men in the smaller divisions. While the very big 
divisions have undoubtedly done as good a war-production 
job as anybody in this country, the examples used by 
executives in their stories of managerial ingenuity and 
technical achievement were predominantly taken from the 
smalle r divisions. When General Motors embarked upon 
its most difficult war job in which a division had to be 
founded to do an entirely new job that had never been 
done before — a job on whose successful performance the 
Pacific war depended to no small degree — the new 
manage r as well as his chief assistants were taken from 
small divisions. By itself' each of these impressions — and I 
give only a sample — would be meaningless. But while not 
adding up to proof, taken together they display too 
consistent a pattern to be mere coincidence. 

Perhaps most telling is the fact that this conclusion seems 
to be fairly generally accepted as valid within General 
Motors, and even within the big divisions themselves. A 
senior executive of one of the big divisions after speaking at 
length about the advantages of his centralized organization, 
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concluded by >a>iiig that they were attainable only 
because the smaller decentralized divisions ^^upplied the 
top leadership. TIk' efficiency of General Motors, he said, 
lies in its having a ^mall number of big businesses to make 
the money, and a large number of ^^mall businesses to 
supply the leaderslup — “very much in the maimer in 
which a big baseball club will get its talents from its small 
farms, but its revenue from the big-tim<'rs*’. Anotlier very 
successful big-division man frankly charged his owm outfit 
with a tendency towards bureaucratic rigidity that was 
stifling initiative and ability, and with creating discontent 
among the young( i executives who had no chance of 
development in le adership and indepc luU nt command. 
One of the favourite stories with Cicneral Motors 
executives is that of the large division which, some 
fifteen years ago, was split up into lour or five new 
divisions. When the divi'^ional managei who had built up 
the i)usincss, protested in tli<‘ name of productive efficiency, 
h(' was told that the problem w as not one of productive 
effkiency at all but of giving four or five times as many 
nu-n a chance t<^ dev<iop, to become leaders and to test 
tlu inscK^'s against the respe)nsibilitics of an inch pendent 
command. 

Even more indie ativc is that Fisher Body has decided n<>t 
to re'turn to its pre-war organization in its conversion to 
j)eac( -time produe tie)n, but to attempt to maintain a 
decentralized management. The need for trained and 
independent leaders who cannot be obtained in sufficient 
ciuanlity and quality in a centralized organization no 
matter how efficient it may be as a producer, was given as 
the main reason for this decision. 

The im}X)rtance of this conclusion for tlie controversy 
between free enterprise and controlled economy is ver>^ 
great. It enables us to assert that a colleclixist economy, 
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even if it should succeed in producing goods as cheaply as a 
free enterprise in a competitive market, would he of 
inferior efficiency in developing and training leaders 
capable of decisions and of assuming responsibility. The 
leadership of a socialized economy would hav? to Ix' 
developed outside of industry; or recourse would have to 
be taken to emotional stimulants, 'inch as revolutionary 
fervour or the appeal of a w'ar, to bring <Mit the full 
abilities of the individual. Furthermore, such an economy 
could not depend on the automatic succession of leaders on 
the basis of their performance, but would have to use 
|>eriodic “purges'’ to bring in new blood. I believe that 
while by no means a complete explanation of the periodic 
purges of Russian industrial management during the last 
twenty years, the inability of a socialist economy to find, 
train and develop leaders in the normal course of business 
might have been an important component. 

From the over-all point of view, th(‘ ability of an 
instituti(»n to produce leaders is more important than its 
ability to produce efficiently and cheaply. Efficient and 
cheap production can always be reached, given the human 
abilities and the human organization. But without an 
able, r(‘spon^ild<' and enterprising l('ad(Tship, willing and 
capable of taking the initiative, the most efficient in- 
stitution cannot maintain its efficiency, let alorn‘ increase 
it. I'he inability of a .s<^»cialist enterpris(‘ to j>rodu<:e leaders 
and the failure of “socialist competition” to replace 
aderjuat(‘ly the yard-stick of the competitive market are 
very severe weaknesses. It may be maintained that t<^) let 
the c^)nsumer dc cide what should be pnKluced is dangerous 
for the survival of organized socie ty, and that free enter- 
prise pays too high a price for institutional efficiency. 
That, how'cver, would be a political judgment, not enc- 
hased on economic rationality; and if made-, it should be 
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concluded by sa\ing that they were attainable only 
because the smaller decentralized divisions supplied the 
top leadership. Tfu* efficiency of General Motors, he said, 
lies in its having a ^mall number of big hu'^inesses to make 
the money, and a large number of small businesses to 
supply the leadership — “very" much in the manner in 
which a big basel^all club will gel its talents from its small 
farms, but its revenue from the big-timers*’. Another very 
successful big-division man frankly charged his own outfit 
with a tendency tow'ards bureaucratic rigidity that was 
stifling initiative and ability, and with creating discontent 
among the younger executives wiio had no chance of 
development in leadership and indepe ncit nt command. 
One of' the fav'<>iirit(‘ storie*s with Ciem'ral Motors 
executives is that of the large (livisi(»n which, some 
fifteen years age), was split up inte> lour or five new 
divisions. Wlien the divisional managei whe) had built up 
the !)usine ss, protested in the name ofproductive cfTicie ncy, 
he' w’as te)ld that the problem was ne)t one* of productive 
cffieie ncy at all but eif giving four or five time s as many 
nun a clnince to develop, to become leaders and to test 
themselves against the ivspe)nsibilities ol an iiidt pendent 
ce)minancl. 

Even me)rc indicative is that Fisher Body has decided nea 
to re-turn to its pre-war eirganization in its ce>nv'crsie)n to 
peace -time prodiietie)n, but to attempt to maintain a 
decentralized management. The ne-e-d for traimcl and 
indepcndenl leaders who cannot be obtained in sufficient 
(]uanlity and qualitv in a centralized organization no 
matter how efficient it may be as a producer, w^as giv'cn as 
the main reason for this decision. 

The importance of this conclusion fe^r the controv"ci\>y 
between free enterprise* and controlled economy is very 
great. It enables us i<» assert that a eolleetivisi economy, 



THE CORPORATION AS HUMAN EFIORT 


129 


even if it should succeed in producing goods as cheaply as a 
free enterprise in a comp>etitive market, would l>e of 
inferior efficiency in developing and training leaders 
c apable of decisions and of assuming responsibility. The 
leadership of a socialized economy would have to lx‘ 
developed outside of industry; or recourse would have to 
be taken to emotional stimulants, such as revolutionary 
fervour or tlie appeal of a war, to bring out the full 
abilities of the induidual. Furthermore, sucli an cconomv 
could not depend on the automatic succession of leaders on 
the basis of their performance, but would have to use 
{X'riodic “purges'’ to bring in new blood. I believe that 
while by no means a compl(‘te explanation of the periodic 
purges of Russian industrial management during the last 
twenty years, the inability of a .socialist economy to find, 
train and deve lop leaders in the normal course of busine.ss 
might have been an important component. 

Fiom th(‘ over-all point of view, the ability of an 
instilutu>n to prcxluce leaders is more important than its 
abilitv to ])roducc efficiently and cheaply. Efficient and 
cheap pr^xluctioncan always be reached, given the human 
abilities and the human organization. But without an 
able, respon*^ibl(‘ and enterprising leadership, willing and 
capable of taking the initiative, the most efficient in- 
stitution cannot maintain its efficiency, let alojic* increase 
It. The inability of a socialist enter j)rise to ])r(Kluce leaders 
and the failur(‘ of “socialist competition” to replace 
adequately th(' yard-stick of the competitive* market are 
very severe weaknesses. It may lx* maintain(‘d that to let 
the consumer decide what should be prcxluced is dangerous 
for the survival of organized society, and that free enter- 
prise pays too high a price for institutional efficiency. 
That, however, would be a political judgment, not one 
based on economic rationality; and if made, it should be 
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based on the full awareness that in a socialist economy the 
major and automatic means for the steady supply, training 
and developing of economic leadership is absent. 

Market and market price do not only have the economic 
role usually attributed to them but a social role as well. 
They supply objective performance tests for managerial 
ability, and thus furnish society with a principle of 
succession in the economic sphere. The test of the market 
supplies a principle of legitimacy to the economic sphere 
without which wc may well be reduced either to purely 
bure aucratic criteria, to “purges” or to naked fights for 
power as a means of deciding who should run our economic 
institutions. 

Finally in order to have a free enterprise economy it is 
not enough that its productive units be privately owned. 
They must also be so organized as to be subject in their 
entirety to the objective test of competitive market 
standing. To supply tliis is one of the major objectives of 
decentralization. General Motors has not worked out fully 
the organization of tlie large corporation, as long as its 
largest divisions tend towards centralization. Even so, 
decentralization has been proved to be a promising 
approach which seems capable of solving the institutional 
problems of the large corporation. 



CHAPTER THREE 


THE CORPORATION AS A SOCIAL 
INSTITUTION 

I 

The American Beliefs 

So far wc have dealt almost exclusively with questions of 
social and economic engineering, questions which, though 
not without their controversial features, by and large 
permit of objectively provable solutions. Now, in the 
realm of political beliefs, desires and values we enter a 
sphere in which the controversies are not merely on 
methods and techniques but on the goals of social life. 
Therefore we have to make dear, at the outset, that our 
concern here is with the particular beliefs, aims and 
purposes of American society with its roots in the Christian 
tradition. 

It is characteristic of the American tradition that its 
political philosophy sees social institutions as a means to an 
end which is beyond society. It has never accepted society 
as an end in itself; nor has it ever seen social institutions as 
mere expediency, unconnected with the ultimate ethical 
ends of individual life. It has, at one and the same time, 
refused to accept that deification of society which endows 
the state, the nation or the race with absolute value, 
omnipotence and omniscience, and that degradation of 
society which makes the law a mere traffic rule without 
any ethical significance or reason. 

Americans rarely realize how completely their view of 
society differs from that accepted in Europe where social 
philosophy for the last three hundred years has fluctuated 
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between regarding scx:icty as God and regarding it merely 
as an expression of brute force. The difference between 
the American view of the nature and meaning of social 
organization and the view's of modern Europe goes back to 
the sixteenth and seventeenth centuries. During that 
p(Tiod which culminated in the Thirty Years’ War 
(1618-1648) the Continent (and to a lesser degree England) 
broke w ith the traditional concept of society as a means to 
an ethical end — the concept that underlay the great 
medieval synthesis — and substituted for it either the 
deification on the degradation e)f politics. Ever since, the 
only choice in Europe has been between Hegel and 
Madiiavelli. This country (and that part of English 
tradition which began with Hex^ker and led through 
Locke to burke) refused to break w’ith the basically 
Christiiin view of s<K.iery as it was developed from the fifth 
to the fifteenth century and built its society on th(‘ re- 
application of the old principle to new social facts and new 
s<K:ial needs. 

To this sexial phih^sophy the United States owes that 
character of being at the same time* both the most 
materialistic and the most idealistic scKiety, which has 
baffl<*d so many obser\eis. Tliis country can he 
materialistic because it gives an ethical meaning anel an 
importance te) the matt'rial institutions of'socitd life. This 
seems outrageous to the European idealist wlio sees bask 
belii'fs and etliical e*nds as existing in the realm e)f pun* 
spirit and as ce>mpletely detached fre)m the sordid and 
humdrum human existence. It appears as dangerous 
nonsense to all those who maintain that society is its owm 
goal and w'ho therefore sec in the demand that it justify 
itself in terms of individual fulfilment a demagogic appeal 
to the baser instincts of the rabble. At the same time 
America appears to be unlDclievably, at times even 
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childishly, idealistic because to an American material 
institutions and material gains arc nc\'er an end in them- 
selves but always a means for the realization of some ideal 
goal. Hence analysts have fluctuated between describing 
this country' as completely obsessed ])y th(‘ drive* for the 
‘'almighty dollar'' and as quixotically engaged in reform- 
ing the world in the s<*arch for the millennium. Un- 
doubtedly either t haracterization while grosslv ex- 
aggerated, i^' essentially correct; but the true puture only 
emerges if we see the two as complement arv. The 
American who regards social institutions and material 
goods as ethically valuable because they arc the means to 
an ethical goal is neither an idealist nor a naturalist, he is a 
dualist. 

I’o lliis phil<xsophy of sock ty this country owes its great 
politic.il iiiMglit. The Federalist is a classic of politics 
precisdy lx cause it manages to he profoundly pragmatic 
and deeply moral at tlie same linu'. But to this philosophy 
Ameri( a a No ow('s its worst political! blind spot: i\ nfusal to 
see the existeiKc* of an irrational, emotional or natur,'ilisti(. 
h.isis of allegiance. Thus the American people have 
n pcatedly failed to see great emotional forces within their 
own country — tlie ve.irs before the Civil War are a gexx! 
example — as they olten fail to understand the behaviour of 
foreign, especially of European, nations. It was almost 
impossible for .in American to comprehend that, for 
insian((‘, a German soldier would fight well even though 
I'litterly opposed to Nazism. The proposition — ( le- 
meiitary to ( very European whether German, French or 
Rmsian — that you owe allegiance to your country and 
nation as the permanent facts of human life rather than to 
the creed adopted by them for the time being, sounds like 
bla'^phemy to American ear.^^. To an American too his 
country is the reality of his social life, but not because it 
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exists but because it is the living embodiment of the 
American creed which thus receives the emphasis. 

It does not concern us here whether this philosophy is a 
correct or a true statement of political reality.* What 
concerns us is that it is the only concept on which to base a 
meaningful analysis of American society. For Americans 
themselves sec it that way and judge their society by the 
degree to which it realizes the basic purposes and beliefs of 
the individual. Hence Americans can afford to neglect 
many problems of social and political organization 
European nations have to face. At the same time this 
country has to take seriously any question relating to the 
relationsliip between American creed and American social 
performance. It must alwa)^ ask whether its social 
institutions carry out the basic promises of American life or 
not. 

It may be said that any complex society must contain 
many institutions which have nothing to do with the 
fulfilment of society’s promises and the realization of 
society’s beliefs. To have overh>okrd this and to have 
established the fiction of an al)solute unity of culture and of 
the social ‘‘ideal l>'pe” is one of the weaknesses of cultural 
liistorians such as Spengler or of the cultural anthro- 
pologists of the modern American school. It can also be 
said that any society needs institutions which by their very 
nature cannot be related to social goals. This is, for 
instance, true of the family which finds its purpose in the 
biological survival of man, and which is thus a condition 
of society rather than conditioned by it; and the same is 
true of a church whose kingdom is not of this world, and 
which tlicreforc transcends society. But if a social in- 

• I believe both that it correctly describes society and that it alone 
provides the basis for a free society as discussed in detail in my The 
Future of Industrial Man. 
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stitution operates in such a manner as to make difficult or 
impossible the attainment of the basic ethical purposes of 
society it will bring about a severe political crisis — and not 
only in America. A good example of this w^ould be the 
conflict between tlie rising state and the universal church 
at the end of the Middle Ages; or — the reverse — the 
conflict betwTcn the religious purposes of the Christian 
churches and the ethos of nineteenth century society. 

As far as the representative social institution of a society 
is concerned, even more is demanded than compatibility. 
For the representativT institution must, in its very 
operations, promise to realize society’s promises and 
society’s beliefs. It is this promise w'hich makes it the 
representative social institution. In other words, we not 
only have a political problem of functional harmony 
betwTen corporation and society, we also have a political 
problem of ethical harmony. The very means which 
strengthen tlie corporation and which render it more 
efficient must also promise to bring about substantial 
realization of the basic beliefs and basic promises of our 
society. Otherwise wc could not have a functioning 
industrial society in America. 

We arc not however looking for perfection or for the 
ideal, but for the possil)lc. The strength and cohesion and 
ultimately the survival of every society depend on its 
ability to realize its basic promises and beliefs sufficiently 
to be acceptable to its members as meaningful and 
rational. But no society can ever realize its promises in full 
and for every on<; of its citizens; perfection does ne)t pertain 
to the kingdom of man. On the other hand no society 
could survive if it failed completely to carry out what it 
promises. Such a society would be worse than a failure; it 
v/ould be a threat. It would appear as irrational anel as a 
mockery of its own, proclaimed beliefs. But how much 



nio BUSINESS 


j 3h 

ethical efficiency a society has to have in order to be 
acceptable and to apf>ear as rational and successful is not 
known and can probably not be ascertained except in a 
purely pragmatic test. It is probable that the minimum 
ethical efficiency needcfl io k(‘ep sf)ciety going is fairly low. 
llu* individual citizen is willing to accept not only a fair 
degr< V of chance but a fair degree of failure, provided that 
tluy appear to him to Ik- the exception rather than the 
general rule. 

Refusal to accept the inevitable shoitcomings of any 
scK:iet> is responsible for a good deal of what is best in 
political life. The demand that society be made to live up 
fully to its promises and Ik li( fs underlies the activity of the 
rrlbrnKr and accounts for many social and }X)litical 
advances and improvements. And nothing is more 
contempt il)l(‘ than the Miiug resignation to the inevitable 
iinperf < lions ofsoi k i)- \vhi( h ui all ages has characterized 
the PhilistiiK'. 

At th<‘ same tiiiK* refusal to understand that socii'ty and 
siK'ial institutions cannot be pc*rfect, and that by the very 
n.Uure of human ac tivity their efficiincy is low' (though no 
low'i r than that of any other man-made thing such as, for 
instance, a 'steam (-ngine) accounts for some of the worst 
mistakt's in ]K)litical analysis and political action. Time 
and again and in e\'( ry society there have been men who 
considered their own 'society and its institutions doomed 
and ineffectual lx cause they did not run at a hundred-per- 
lent efficiency. As long .is this leads to nothing worse than 
premature predictions that this or that institution 
(capitalism, democracy, the British Empire or Russian 
communism) arc doomed, no real harm is done. But it 
very often leads to a cynical willingness to give up what we 
have because it is not perfect. It is, for instance, certainly 
true that the United States wall not be a perfect democracy 
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as long as the American Negro is treated as an outcast. 
But to conclude tlierefrom os dul a section of the Left that 
American democracy is nothing but a sham and might as 
well be scrapped entirely is not only illogical but danger- 
ous. It is political smugness surely as contemptibU' as that 
of the Philistine and perhaps more destruelive. 

Analy'sis of the degree to which our society iUul its 
institutions fulfil our basic beliefs and promises has to start 
with the realization that without some considerable 
ethical efficiency no society and no institution can surviv(\ 
Yet it mu*=t also be accepted that not more than p4irtial 
success can be expected or should be demanded. To 
paraphrase words of Edmund Burke, it is not enough to 
prov(‘ ii society to be h ss than perfect to justify its over- 
throw; one must also prov(‘ that a new society or lU'W 
institution is likelv to d<> bi tt<'i . 


Fundamental Promises 

It will never be possible to obtain anything resembling 
unanimity on the concrete ways to realize the l)asic 
beliefs and promises of American socie ty. But on th<‘s< 
beliefs and promises themselves the American j)ee)ple 
agree appare ntly with hardly a dissenting ve)iee. I'linela- 
mentalh', Ame rican politie al p]iile)^e)phy stands e)ji the 
Christian basis e)f the uni([ueness e;f the* individual. Fre)in 
this follows (a) the promise of justice*, e^', as we usually 
phrase it, e)f' equal opportunitie^s. Fre)m it alse) foJIe)ws (b) 
the promise e)f individual fulfilment, e>f the “ge)e)el life*’', or, 
in a perhaps more precise formulation, tlie pre>mise ejf 
status and function as an individual. 

While not confined to America, the dogma of the 
uniqueness of the individual is nowhere else emphasize d so 
stre)ngly' e)r made* se) exclusively the fe>cus of se)cial proinise-s 
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and beliefs as in this country. This exclusive emphasis 
certainly sets the United States apart from the rest of the 
Western Hemisphere. It shares, however, witli the 
modern West — at least with that part of it that is in the 
Protestant tradition — the projection of its basic beliefs into 
the secular sphere. It is to the social and economic sphere 
that this country looks for the realization of its beliefs and 
the fulfilment of its promises. Whether this is still true of 
Europe — as it was undoubtedly true up to 1914 and 
probably up to 1929 — is very doubtful indeed; and here 
may well lie a major cause of future conflicts and collisions 
between tliis country and the Old World.* 

Projected into the secular sphere, the concept of the 
uniqueness of the individual becomes what in this country 
is asually called “middle-class society’\ This concept was 
undoubtedly in the minds of the people who, in a public- 
opinion survey conducted by Fortune Magazine a few 
years ago, defined themselves in an overwhelming majority 
of more than ninety per cent as belonging to the “middle 
class” — a declaration of faith in the principles of American 
society as well as in the reality of its fulfilment. 

Like every other slogan, that of the “middle-class 
society” miikes no sense if taken literally. A middle class 
clearly requires a class above and a class below; yet a 
“middle-class society” clearly implies that all — or almost 
all — membe rs belong to and number themselves among the 
middle class. This discrepancy between literal and actual 
meaning of the term has not escaped attention. Indeed for 
a hundred and fifty years it has served the extremists on 
both Right and Left as an easy target at which to shoot 

♦ This whole question has been discussed extensively in my book The 
End oj Economic Afan (New York and London, 1930), but it does not 
concern us in this study which focuses on tlie United States, and which, 
for reasons given in Chapter I, assumes the basis of our social behefs as 
given. 
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their accusation that the concept is a hollow sham, a 
dela'^ion and ridiculous propaganda. 

Probably very few of the people queried in Fortune’s 
public -opinion poll knew the exact figures on income 
distribution or had worked out the mathematical odds on 
their own social and economic advancement; but even 
fewer, if any, will have laboured under the delusion that in 
this country there are no rich and no poor, no weak and no 
mighty. What they meant by calling themselves almost 
unanimously “middle class” was fust that in this country 
there is only one mode of life. The millionaire who wants 
to live in an “upper class” home has to import a ch&teau 
from France, and tlie worker rides to the plant in a car of 
the same miike as that of the boss. This is what Americans 
usually mean when they talk ol‘ “equality”, a specifically 
American phenomenon for wliich no parallel could be 
found in Europe. It explains those features of American 
society which have always struck visitors from abroad: the 
friendliness and neighliourliness, the absence of envy, the 
genuine pleasure people take in somebody else’s success, 
the absence of any special reverence or awe for the man on 
the top — but also llie preference so often shown for “safe” 
mediocrity or the premium on conformity. There has 
been a great deal of discussion whether tliis concept of 
equality is the product of the frontier or whether the 
frontier life was based on it. Whatever its origin, it 
pervades all American life. It shows in such small de tails 
as the general accessiljility of even the liighest official and 
the absence of special elevators for the bosses in office 
buildings, and in such major traits as the deep resentment 
against anyone — man or nation — who “throws his weight 
around”. 

“Middle-class society” also means in our minds a chance 
for each member to have a meaningful, a useful, a full life. 
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Indeed, the traditional argument in favour of a middle 
station ia that it alone allows a man to lead a dignified and 
meaningful life — a life in which he has status and function 
as an individual. 

Finally — and above all — implied in this concept of a 
“middle-class seKiety’’ is the demand that in this country 
position in society is, or should be, determined by nothing 
but the individual's contribution to society. In this sense 
there is indeed no upper and no lower class because, 
strictly speaking, tlu re i^ no class. The “middle -cl ass 
society" of the American dream is thus really a classless 
society i)ut one bas(‘d not on equality of rewards as is the 
utopia of the Marxists, but on equality of justice. 

All thi> is familiar. But what is often overlooked is that 
('(juality of opportunity and the human dignity of status 
and function stand in a very peculiar relationship to each 
other. On the one hand they are Siamese twins iK'ither of 
which ( .in exist without the other. They must bc' realized 
at the same time and through the same social insiru- 
mentalitic's to give us a “middle-class society". Yet they 
stand in a dialectical contradiction to each other that 
makes llu m appear incompatible. One principle demands 
that (*ach individual have status and function because of 
his urii(|uen(‘ss as an individual; the other that his status 
and lliiulion depend exclusively on his contribution to 
so( iety. T he first leads to the ch mancl that each member 
find individual meaning in society — that society be seen as 
existing (XcliLsiveh for him. The second leads to the 
demand that s(x:ial position be based on individual 
achievement and ability, that the individual be judged on 
his social performance alone. The one si'cms to lead to a 
hierarchical concept of society, the other to anarchy. 

It is deceptively easy to resolve the conflict by throwing 
out one of the concepts. Th^ was the w'ay of the decayed 
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feudal society of eighteenth century France or ol the 
seventeenth century Levellers in England — to luimc only 
two attempts. Yet every such attempt at a one-sided 
solution has proven that the beliefs can only be realized 
together. It is not possible within the Christian tradition 
to give status, function and meaning without giving a 
rational chance of equal opportunities. It is not po.ssible 
within the Christian tradition to give equal opportunities 
without giving individual dignity. Those two concepts 
stand in the same relation to each other as the North Pole 
and the South Pole: neither can b(‘ where the other is, yet 
neither can be without the other. In the American 
concept of a middle-class society this is clearly recognized; 
and from this recognition the concept derive s much of its 
strength and all of its appeal. But this recognition also 
poses for American statesmanship a constant problem ol 
svnthesizing and balancing. 

If the big-business corporation America's repre- 
sentative* social institution it mast realize these basic In liefs 
of American society — at least enough to satisfy minimum 
requirements. It must give status and function to the 
individual, and it must give him tin* justice* ol equal 
opportunities. This (lo(*s not mean that the ( eonomic 
purp^)se of the corporation, efiicient production, is to b<* 
subordinated to its social function, or that the fulfilment of 
society’s basic belief is to be subordinated to the profit and 
survival-interest of the individual business. The* cor- 
poration can only function as the representative* se)cial 
institution of our society if it can fulfil its social functions 
in a manner which strengthens it as an efficient producer, 
and vice versa. But as the reprc.sentative social institution 
of our society the corporation in addition to being an 
economic tex)l is a political and scKial body; its .social 
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function as a community is as important as its economic 
function as an cfRcicnt producer. 

The demand for status and function as an individual 
means that in the modern industrial society the citizen 
must obtain both standing in his society and induddual 
satisfaction through his membership in the plant, that is, 
through being an employee. Individual dignity and 
fulfilment in an industrial society can only be given in and 
tlirough work. Hence the painful futility of all the brave 
attempts to give the modern citizen individual fulfilment 
m “cultural”, “recreational” or “leisure -hours” activities. 
The first demand thus is that our citizens are citizens 
becaase they are engaged in industry. This is the problem 
with which Social Security has tried to grapple. For you 
are not a citizen if your status in society depends on forces 
over which you have absolutely no control such as the 
l)usiness cycle. Equally important is that the individual 
must be able to realize through his work in industry that 
satisfaction which comes from one’s own meaningful ness 
for .society and which expre sses the basic conviction of the 
uniqueness of the person. The industrial society must give 
its members that sense of importance which cannot be 
prexluced by propaganda or by other psychological 
means, but can only come from the reality of having 
importance. This is not a demand for “industrial demo- 
cracy” if by that is meant a structure of industry in which 
everybody is equal in rank, income or function. On the 
contrary it is ba^^ically a hierarchical concept in which 
positions of widely divergent rank, power and income are 
each seen as equally important to the succe ss of the whole 
because of the subordination of one man under the other. 
To attack industrial society, as would the sentimental 
equalitarian, because it is based on subordination instead 
of on formal equality, is a misunderstanding of the nature 
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both of industry and of society. Like every other in- 
stitution which co-ordinates human efforts to a social end, 
the corporation must be organized on hierarchical lines. 
But also everybody from the boss to tlie sweeper must be 
seen as equally necessary to the success of the common 
enterprise. 

At the same time the large corp)oration must offer equal 
opportunities for advancement. This is simply the 
traditional demand for justice, a consequence of the 
Christian concept of human elignity. What is new is only 
that we to-day look for the realization of justice in this life 
and in and through the industrial sphere. The demand 
for equal opportunities is not, as is often mistakenly 
assumed, a clemand for absolute equality of rewards. On 
the contrary equal opportunities automatically assume an 
inequality of rewaids. For the very concept of justice 
implies rewards graduated according to unequal per- 
formance and unequal responsibilities. 

Equal opportunity means obviously that advancement 
not be based on external hereditary or other fortuitous 
factors. But it also means that advancement lx* given 
according to rational and reasonable criteria. This 
question of the criteria for advancement constitutes tiie 
real problem the modern corporation has to solve in this 
area. 

There is nothing new in these beliefs and demands. But 
never before have we looked to the industrial sphere for 
their realization. In spite of a century of industrialization 
the American, in common with all Westerners, has been 
pre-industrial in his mentality and consciousness until the 
most recent years. He has looked for the realization of his 
promises and belicE to farm and small town regardless of 
the reality of big industrial plant and big city. Only now 
have we realized that the large mass-production plant is 
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our social reality, our representative institution, which has 
to carry the burden of our dreams. The survival of our 
basic V)cliefs and promise^; — the survival of the very 
meaning of our Hx:icty — depends on the ability of the large 
corporation to give substantial realization of the American 
creed in an indu''irial society . The task which the cor- 
poration is 4i^ked to carry out is both a very heavy and a 
very lu w one. No one in the world knows yet the answers 
to the j)ro])lems of this brand-n(‘W thing, the industrial 
society. We shall be vtry satisfied and happily surprised 
if w(‘ find as rniu h as promising iKginnings. 


Oppoitunities Shrinktnfi? 

A t< nstic ol an industrial scK'iety is that it should 

Iw .il)le to realize most easily what has traditionally been 
regard<(l as the most difikult adiievement of society. 
Justice has always been something that could not be 
attained in this world, ^it least not to any substantial 
extent. But in an industrial ‘society substantial equality of 
opportunity should be obt. finable, as it is inlicrent in the 
structure ol the society. The demand for managerial and 
technical ability in the modern industrial society with its 
mass-production technology is so large as to be almost 
insatiable. On(‘ ''hould therefore expect to find that 
ecjuahty of op}K)rtunity in our industrial so( icuy is taken 
for granted. Indet'd whatever meagre statistics an' 
available show uniformly that the ratio of foremen to 
wor kers and of superintendents to foremen is much higher 
to-dav than it was thirty or fiftv years ago and that it is still 
rising. 

Yet thei'c is no doubt that populai opinion on the whole, 
in this as in all other western countries, is convinced that 
opportunities are shrinking under the modern industrial 
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and that equality of opportunities is shrinking even 
faster than opportunities themselves. One docs not have 
to take a formal poll to know that a great many — ptThaps 
the majority — of the people in our soc iety would answer 
‘‘Yes” to the question: Do you think that the modern 
corporation oflers fewer opportunities than the small 
business of a generiition ago? 

In such a clash between statistical fact and popular 
impression, the engineer or statistician is prone to dismiss 
the popular belief as “pure prejudice" and worthless. But 
political actions and n'aetions are based not on statistics 
hut on political belief. Facts and figures determine the 
efTectiveness of an action, but iK)t the action itself. 
Moreover it is the liist rule of political analysis that a 
strong popular belief must be held to have a rational basis, 
however irrational it might appear at first glanc(‘. It is 
always the vague and inai ticulate but plausible answer to a 
veryconcrete and real epu siion. Hence it is all-important in 
politics to find the underlyingcausc* of a widely h( Id lu lief. 

Th<' popular conviction that modern industrial society 
fails to realize (quality of opportunity's and justice of 
economic rewards to a substantial degree is tlu'ielbre in 
politics conclusive evidence that tlu' modern industrial 
corporation d(x*s not perform ade(juaUly its social job. Jt 
may well give more men more opport unitits than the 
small business society which it suecet'ded. But it certainly 
docs not do it in a way and through methods which appear 
rational and meaningful to the individual in our society. 
This is true both for advancement from worker tt) foreman- 
ship — advancement into the industrial middle class — and 
for advancement from foreman to superintendent, that is, 
the advancement of the middle class itself 

Three reasons for the failure to provide a satisfactory 
system of equal opportuniti('s are readily apparent. 
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(i) However many opportunities there may be, they 
arc rarely anywhere in the modern industrial plant 
organized in a rational and comprehensible s^^tem and 
according to objective criteria. From the point of \dew of 
the worker — and increasingly from that of the foreman as 
well — selection for promotion is irrational and bewilder- 
ingly haphazard. It seems to be based on nothing but the 
arbitrary whims of a management quite remote and 
personally almost unknown to the men in the ranks. 
Every manager will reply hotly that this belief is nonsense, 
and that lie and his staff give a very large part of their time 
and very serious attention to the selection of the right man 
for promotion. Needless to say, this is absolutely true 
almost everywhere; but it is also irrelevant. What matters 
is that the deliberations and decisions of personnel 
management arc not based on any clear policy and on any 
impersonal criterion. In the absence of such a basis for 
d( cision the worker and the foreman — who are not “in'* on 
managerial deliberations — cannot sec any pattern; and in 
the last analysis thcTc isn't any. Very few managers even 
realize how irrational tlieir procedure on promotion must 
appear to the men in their plants. There is often a glaring 
contrast between the sincere attempts of a plant manage- 
m< nt to do a conscientious job of promotion and the 
almost unanimous conviction of tlie workers in the plant 
that promotion is based on rank favouritism, whims and 
accidents. This is inevitable because there is no observable 
rational pattern of managerial behaviour visible to the 
worker — just as the most fantastic rumours arc inevitable 
and wall be believed by sane people if no facts are 
available. 

The first in the field of equal opportunities for workers 
and foremen is thus to have a clear, comprehensible and 
reasonably impersonal policy. Not as a strait jacket 
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forbidding any movement beyond its narrow limits but, 
like all good policies, as a compass bearing by which 
decisions can be organized in a pattern while still decided 
according to their individual requirements. It will be 
anything but easy to work out such a basis. The in- 
dustrial plant by its very nature docs not permit the 
application of such routines as graduated examinations. 
It demands a criterion of promotion based on those most 
elunvc factors, performance, ability and character. Yet 
witliout a rational policy all plants may be forced to 
accept the most constricting and desiccating principle 
conceivable — advancement by seniority alone. General 
and rigid application of the seniority rule would de prive 
the industrial plant of its leadership supply from below, 
and would thus endanger our industrial society the 
(‘fficiency of which depends on the maximum supply of 
leaders. It would certainly limit severely the opportunities 
lor promotion out of the ranks. But the worker and the 
foreman will not only be willing to take this loss of 
opportunity to Ix ltcr themselves socially and economically; 
they will demand it if the alternative is a system of 
opportunities which seems to be devoid of rationality and 
incapable of comprehension. 

(2) Another reason why the actual performance of the 
corporation is not accepted as a sulxstantial fulfilment of 
the promise of equal opportunities seems to lie in the 
increasing emphasis on formal training and education as 
prerequisite to supervisory or managerial jobs. It is not 
our business here to discuss whether this emphasis is 
.ictually justified or whether it represents an attempt on the 
part of management to unload the job of judging a man’s 
abilities and attainments on the professional educator. 
However great the advantage which the character of 
modern industrial enterprise and of modern technology 
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gives to the formally trained man over the man who has 
picked up his education in the shop or the office, we 
certainly suffer from a tremendous overv’aluation of the 
formal education offered to-day and of the diploma as a 
proof of attainment or ability. I hope that the trend 
towards an ever-increasing formalization of ( ducational 
rt rjuirements will be reversed soon. But at present we 
have to accept as a s<x:ial reality that, while formal 
education is no guarantee of advancement, the absence of 
a diploma constitutes a handicap. 

Even to-day it is the exception rather tliaii the rule for an 
American plant to recruit its entire supervisory and 
manag<‘rial force among the graduates of colleges and 
engineering scliools, and to exclude* the men in the shop 
from any possibility e)f advancement. On tiie whole such a 
policy is followed only by plants employing exdusivcly or 
mainly women. But there is increasing justification for the 
widespn'ad charge that personiu l managers pay more 
attention to a man's school record than to his ability and 
eharaete*!’. 

a e ertain exleiil this tendency is c ounieracted by the* 
steady increase* in the* number of people who finish high 
school and ce)llege — especially neitable in the* Middle West 
and Far We st. Still the emphasis on fe)rmal education put*' 
.1 substaiiti*d premium <m superior financial standing. For 
while* it is true bv and large that an able, industrious child, 
howevrr poejr, can always work his way through high 
sche)e>l and coIle*ge* if he wants to. it is also true that the 
child of well-tevde) parents doc'sn't have to be particularly 
able* to get the same formal education. The quantitative 
importance* of this factor probably is not very great. But 
qualitatively it is a real problem. For it puts into question 
the' promise to youth to be* judged on its performance 
rather than on its e)rigin which is one e)f the most treasured 
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traditions ol this country, liiiwillingiu to tolerate any 
breach of this pronuM accounts for the almost ridiculous 
fierceness with which the Middl<‘ West and Far West 
condemn the mild and innociKUis nejK)tism of Boston and 
Philadelphia. It accounts for the riithlessiu ss with wiiich 
the children of \ery rich pare nts an* ('xchuU'd from 
political or business careers — to a point wheie it is almost 
impossible for the son of a very rich man to h'ad a usi fnl 
lif(‘. The emphasis howev'er slit^ht on financial ability 
which is implicit in tlu' preference for j'>eo})le with a loni; 
formal training is thus seen as a substantial w'cakne.ss ofthe 
industrial system and as a sufjstanlial failiin* to fulfil th(' 
])romises of our sexaety. 

It is therefore imperative for the corporation to make it 
}X)ssiblc for m( n of ability to gain pi ( ferment reganlK-ss of 
the formal education they w(‘r(‘ able to accjuire befon* 
going to work in industry. Oppoi tuni(i<‘s to acquire a 
formal education must be provided for those* willing and 
able to carry the e xtra work involved but not able* to carry 
the financial biirdtm of an education through the normal 
channels. Furthermore it would se em advis.ible for every 
corporation to think over the whole probh m ol'educational 
preTcquisites and to e liminate them where they are noth- 
ing more than dev’ices to enalile personnel managers to 
evade their dutv e)f testing tlie ability of llv* men under 
tliem. 

(3) Finally, the popular impre ssiein tliat the* corporatiein 
fails to give substantial equality of e>ppe)rtunities can be 
traced to a failure of the corporation to provide oppor- 
tunities in w^hich a man can show his latent al)iliti('S. This 
is partly the result of the tendency towards exexssivc 
specialization which would be counteracted by the train- 
ing of generally educated men. But failure to provide an 
adequate proving ground for ability is also inherent in the 
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nature of modern Big Business. In the mass-production 
plant there is a natui al tendency to keep a man on one job 
without attempting to find out wlicthcr he is capable of 
doing more than unskilled work. Also, in a big organiza- 
tion it is almost impossible to provide that contact 
between the man at the bottom and the executive which 
was natural in the small bu'^im ss; and thus the executive 
cannot pick out likely-looking youngsters. This is what 
people mean when they say they would rather go to work 
in a small business than in a large organization. Although 
the opportunities are infinitely great in a big organization, 
the chances of being overlooked and the danger of being 
misplac(‘d and forgotten in a corner arc even greater. It is 
symptomatic that it is believed to be easier for young 
people to advance from subordinate clerical jobs in the 
financial, accounting, legal and sales departments than it 
is to advance in the plant; for those nonproduction 
departments still retain much of the flavour of small 
business organization. 

Thus the corj:K)ration has to find ways of giving its 
workers, especially its young workers, a chance to show 
what they can do and a personal contact with somebody 
interested in what they can do. Perhaps none of the lessons 
which the w'ar has taught industrial management is more 
inn)ortant than that of the extent to which talent and 
ability in the plants had been allowed to go to waste in the 
years before the war. The success of the various “suggestion 
plans” and the success of the mass-upgrading should have 
taught us that tlie prc-w\ir corporation had not learned 
how to give scope to the abilities of its employees. 


Dignity and Status in Industrial Society 
All these complaints are familiar to anyone who has ever 
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Studied the social problems of American industry. But 
even more familiar is the complaint tliat it is more difficult 
to-day for the individual to become independent than it 
was fifty years ago. Again it would probably be useless to 
try to prove or disprove this assertion statistically. What is 
really meant is tliat advancement in tlic modern cor- 
poration does not give the same satisfaction as was given 
by advancement in the small business society. The 
corporation of to-day undoubtedly advances a great many 
more people than ever became indepcuident in the small 
business society of yesterday. It offers much higher 
economic reward — and p>erhaps less economic risk — to 
those it advances. But it seems to believe that economic 
rewards arc in themselves enough, whereas the essence of 
“independence” is a social and psychological satisfaction 
wliich cannot be replaced by economic satisfaction alone. 
Even a responsible executive in a big corporation is often 
not “independent” but dependent. He has no sphere of 
authority in which to fulfil himself as a responsible 
personality. And he docs not have the social standing 
which the independent small businessman of yesterday had 
in his community; in fact he has no standing in his 
community at all if lie, as often happens, works for a 
branch plant or a subsidiary of a big corporation not 
domiciled in the community. 

That this is one of the basic problems of the modern 
corporation in America is proved by the recent attempts to 
unionize foremen. It can be proved statistically that as 
many foremen have a chance to advance into executive 
ranks as ever before — they may even have a better chance 
than they used to have. Certainly their economic re- 
muneration is fully as good as that of the independent 
small businessman, if not better both absolutely and in 
relation to national income levels. During the last 



BIG BUSINESS 


152 

depression foremen were discharged wholesale by panic- 
stricken managements, in deplorable contrast to the sound 
traditional policy of keeping intact the supyervisory force. 
But they certainly fared no worse than the average small 
businessman. Yet a substantial number of foremen seem 
to have come to the conclusion that theirs is not a middle- 
class position, and that foremanship is not, as it tradition- 
ally has been in this country, the first rung on the manage- 
ment ladder, but a dead end. Foremanship in short docs 
not give adequate individual satisfactions. To a consider- 
able extent this was the result of special war-time conditions 
and dislocations. But a feeling as general and as wide- 
spread as the unrest among foremen — which incidentally 
could be found in a good many plants long before the war 
— can only be explained witli an inherent failure of the 
rew ards of foremanship to measure up to the promises of a 
middle-class position. And what is true of the foreman is 
to a much greater degree true of the worker. 

This shows that the problem of dignity and fulfilment — 
of status and function — is real. It also shows that the 
problem cannot be solved alone by more or better 
opportunities for advancement or greater economic 
rew^ards. It is futile to argue that there can be no question 
of a “proletari/ation’’ of the middle class because it'; 
economic position or its economic opportunities are 
improving. To maintain a middle class with a middle-class 
mentality and a middle-class acceptance of society' as 
meaningful, industrial society must also offer psycho- 
logical and social satisfactions. It is even likely that the lack 
of dignity and fulfilment which is so obviously the major 
problem of industrial society, may only be aggravated by 
emphasizing economic opportunities and rewards. It is an 
ovci simplification — but not altogether a falsification — that 
dignity and individual fulfilment arc so difficult to achieve 
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in industrial society because of its exclusive concern with 
economic advancement. 

“Getting ahead” is seen as the exclusive criterion of 
success. But inevitably only a minority can advance, only 
a minorit}' of w'orkers can become foremen, only a 
minority of foremen can become supiTintendents. If, as is 
the case in our society, advancement is seen as the only 
social goal, if every other satisfaction is regarded as 
subsidiary, the majority must necessarily feel dissatisfied. 
It is very likely that most of our present-day concern wath 
“shrinking opportunities” has little or nothing to do with 
those opportunities for advancement with W'hich it 
professes to deal. It rather refers to the shrinking of the 
opportunities for self-fulfilment except in advancement. 
If this diagnosis is correct, it would explain the prevalence 
of the conviction that opportunities are shrinking. For 
total opportunities, opportunities for advancement plus 
opportunities for self-fulfilment, would indeed be shrink- 
ing as the industrial system expands, evtri tliough this 
(‘xpansion brings about an increase in the opportunities for 
advancement. The realization oi' human dignity, the 
achievement of status and function would thus emerge as 
the major unanswered question of industrial society. 

The modern corporation as a child of laissez-faire 
economics and of the market society is based on a creed 
whose greatest weakness is the ina])ility to see the need for 
'‘tatus and function of the individual in soci< ty. In the 
philosopliy of the market society there is no other social 
< riterion than economic reward. Henry Maine's famous 
epigram that the course of modern history has been from 
'^tatus to contract neatly summarizes the belief of the 
nineteenth century^ that social status and function should 
be exclusively the result of economic advancement. This 
emphasis was the result of a rebellion against a concept of 
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society which defined human position exclusively in terms 
of politically determined status, and which thus denied 
equality of opportunity. But the rebellion went too far. 
In order to establish justice it denied meaning and fulfil- 
ment to those who cannot advance — that is, to the 
majority — instead of realizing that the good society must 
give both justice and status. 

In its refusal to concern itself with the unsuccessful 
majoiity, the market society was a true child of Calvinism 
with its refusal to concern itself with the great majority 
tliat is not elected to be saved. Following Herbert 
Spencer, this belief is now expressed usually in the 
language of Darwinian “survival of the fittest” rather than 
in theological terms. But this docs not alter the fact that 
the philosophy of the market society only makes sense if 
the unsuccessful arc seen as “rejected by the Lord ’ with 
whom to have pity w'ould be sinful as questioning the 
decision of the Lord. We can only deny social status and 
function to the economically unsuccessful if we are 
convinced that lack of economic success is (a) always a 
man’s own fault, and (b) a reliable indication of his 
w'orthlessness as a human personality and as a citizen. 
But we have not been willing for a long time to accept 
Calvinism, at least not in this respect. It appears to us an 
absurd non sequitur that a man who docs not make good in 
economic life w ill therefore also be a drunkard and beat his 
wife and children regularly — a proposition which, judging 
by their popular novels, seemed perfectly logical to the 
early Victorians. We either arc not prepared to regard 
economic success as conclusive evidence of a man’s worth, 
or we arc not prepared to cast the worthless, that is, the 
unsuccessful, into outer darkness. We therefore have 
to-day the problem of giWng social status and function to 
the masses without at the same time giving up the equality 
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of opportunity for the sake of which the eighteenth and 
nineteenth centuries destroyed the politically-determined 
status of the ancien regime. It is perhaps the biggest job of 
the modern corporation as the representative institution of 
industrial society to find a synthesis between justice and 
dignity, between equality of opportunities and social 
status and function. 


Assembly Line ^^Monotonf' 

Wliat causes this lack of status and function, of in- 
dividual satisfaction and fulfilment in the industrial 
system? One standard answer has been tiiat work in the 
factory — particularly in the modern mass-production 
factory — is so monotonous as to deprive the worker of all 
satisfaction. Instead of being a challenge to the worker’s 
creative faculties, work becomes a job to be done for the 
pay cheque. Monotony instead of creation, subordination 
to the machine instead of craftsmanship and workmanship 
— these are the traditional terms in which the problem has 
been discussed from William Blake’s bitter denunciation of 
the ’‘Satanic Mill” to Charlie Chaplin’s satire of “Modern 
Times”. And it is the one critical statement al)out 
modern industry that even those industrialists arc willing 
to accept who otherwise believe their system to be perfect. 
The labour-relations expert of a large corporation who 
said that “nobody with an IQ above moron should be 
allowed to work on the assembly line” was fairly re- 
presentative. 

There is a good deal to the traditional view. Charlie 
Chaplin’s movie was a gross parody, but a parody of 
something that exists. SjKcifically the assembly-line 
system of industrial production deprives the worker of 
satisfaction in his work in two ways: by the rigid sub- 
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ordination of every worker to the speed of the slowest man 
in the line, and by the confinement of the worker to one 
manipulation repeated endlessly which denies the satisfac- 
tion of finishing a job. An ex-automobile foreman turned 
garage mechanic said: “When I finish a repair job here 
and the car rolls out, I have done a job; back in Detroit the 
slack of sheet sUtI always remained the same however 
many fenders we turned out." Unfortunately, these 
features of assembly-line work are encouraged by an 
“assembly- line mentality” among modern management 
which believes tliat a worker is the more efficient the more 
machine-like and the less human he is. 

But it is also true that even in the highly mechanized 
mass-production plants assembly-line operations employ 
only a small part of the labour force. Above all it is true 
that the assem])ly line its employed in the final stage of 
automobile production and as caricatured by Charlie 
Chaplin, is neither the only nor always the most efficient 
application of mass production. The war has shown that 
the imposition of one working rhythm and speed and the 
confinement of the worker to one elementary mani- 
pulation are incidental rather than essential features of 
efficient mass production. 

Altogether it is probable that to blame “monotony” is 
both superficial and sentimental. Clearly, assembly-line 
work even of the most unskilled kind, is less monotonous 
than the great majority of agricultural pursuits such as 
weeding the corn patch, picking potato bugs off plants or 
setting out tobacco seedlings. Yet, the agrarian life is 
usujilly set up as the ideal against the “monotony” of 
modern industry^ — only too often by people who have spent 
all their life in the city. The slogans of “monotony” and 
of the “lack of creative fulfilment in industry” are based on 
the same totallv false analvsis of human life and human 
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work as the “artistic temperament’', the “poet who writes 
with his heart’s blood” instead of witli ink, or the actor 
who “lives his part”; that is, they are adolescent and 
dilettante romanticism. Only the dilettante can afford 
to forgo monotony and to look for “creative fulfilment”. 
The professional is alw^ays the man who docs a routine job. 
If there is anybody w^ho, in the traditional explanation, 
stands for all the modern industrial wwker lacks, it is the 
artist. Yet very few assembly-line jobs are as monotonous, 
as empty of creative fulfilment, and as tedious as to 
practice scales. 

The charge of “monotony" not only ovcrlooLs that 
monotony is inevitable, it overlooks that a considerable 
amount of it is necessary and certiiinly good for the gi*eat 
majority of men. The opposite of monotony is insecurity. 
Monotony means simply that we know what is going to 
happen next. Complete monotony is certainly unbearable 
except for a moron. But complete insecurity is just as 
unbearable except for a madman. Any normal human 
being requires a fair amount of routine to remain sane; 
“battle fatigue” or “shell shock” are but the mental strain 
that results from too little monotony and too much 
insecurity. The more creative ability a man has or th(‘ 
more responsibility he is willing to shoulder, the less 
monotony he needs. 

But real creative ability — ability to live largely in a 
world based on one’s own inner resources — is the rarest 
quality in the world. And the willingness to shoulder 
responsibility, while much more general, is still confined to 
a small minority. The well-known reluctance of most 
workers to accept a foremanship is not entirely due to a 
fear of responsibility; reluctance to break established social 
relations with one’s fellow-workers is often a potent and a 
very understandable reason. But the fear of responsibility 
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certainly plays a large part and leads to a desire for 
monotony, that is, for security. 

There arc much deeper causes for the lack of industrial 
citizenship than monotony. To find them we must turn 
from the emotional argument of “monotony” to the few 
facts we have. 

According to all reports, women in mass-production 
industry do not suffer from “monotony” nearly as badly as 
men. This has shown up strikingly during this war when 
millions of women, mostly without any previous industrial 
experience, came to work on assembly lines and conveyor 
belts. Is it likely that there arc such profound differences 
between the sexes as to make a woman like the routine 
work which a man detests? If that were true what about 
the tradition that it is Evt and the daughte rs of Eve who 
always yearn for novelty? Is it not more likely that the 
difference between the psychological and physiological 
effects of routine work on men and women is a consequence 
of the obvioas fact that women do not look on their work 
in a plant as jxrmancnt, as their life’s work, as that which 
gives meaning and standing to their life? They sec in it 
usually an interlude Ix tween school and marriage from 
which they expect no satisfaction but the pay — and 
perhaps the chance to find a husband. Expecting no 
satisfaction in the work itself, they are not hurt by 
“monotony” and the absence of “creative fulfilment”. 

Such a line of thought is corroborated by the famous 
experiments conducted in the late twenties by the Western 
Electric Company at Hawthorne, Illinois. In some of 
these experiments the conditions under which the worker 
operated were intentionally worsened and his work was 
intentionally made more monotonous. Yet his pro- 
ductivity increased, his fatigue went down and his 
satisfaction rose steadily as long as the attention and re- 
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LO^nition ht received were increased. These expcTiments tlius 
showed clearly that it is not the character of the work 
which determines satisfaction but the importance attached 
to the worker. It is not routine and monotony which 
produce dissatisfaction but the absence of recognition, of 
meaning, of relation of one’s own work to society. 

War-time experience has gone even further in teaching 
us the same lesson. In Great Britain, according to all 
observers, the war brought the industrial w^orker a satis- 
faction, a feeling of importance and achievement, a 
certainty of citizenship, self-respect and pride wdiich he 
had never known before. Yet this went hand in hand with 
a tremendous increase in mechanization. In this country 
there is the example of the aircraft manufacturer on the 
West Coast who, in the early stages of the w^ar, was faced 
with what appeared to be an unsurmountable prol)lcm of 
bad morale among the workers: absenteeism, “quickie” 
strikes, slow-downs and slipshod work. Increases in wages 
brought no improvement; nor did better hours, better 
transportation, good nurseries for the children of em- 
ployees, improved shopping facilities. Finally it was found 
that the workers had never seen any of the planes they 
were producing, had never founrl out where the part they 
worked on fitted and had never Ijcen told how important 
this part was to the total functioning of the plane. A big 
bomber was brought in and di'^played on the factory 
grounds; the workers were invited to inspect it, to sit in it 
and to bring their wives and children along. When finally 
they were shown the part they were making in the 
bomber, and its importance was explained to them by a 
crew member, the bad morale and unrest disappeared at 
once. What had happened was that the worker was shown 
his status and function in the war effort as a responsible 
and valuable member of society and of the nation at war. 
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These facts show very clearly what the problem is. 
There is a minor problem of “monotony”. In many 
unskilled jobs in modern mass-production indastry those 
workers who have ability and who are willing to take 
initiative and responsibility, have little or no opportunity 
to assert themselves. In the assembly-line jobs proper 
there is a good deal of frustration — resulting from the 
imposition of a uniform working rhythm and speed which 
are unnatural because they are not developed acci)rding 
to the worker's own co-ordination, but an geared to the 
rhy^tlim and speed of the slowest man on the line and then 
speeded up. There is also the muscular and nervoas 
fatigue unbalanced body motions and one-sided 
concentration which results from the confinement of the 
worker to one (mdlcssly repeated manipulation. 

The major problem, however, is not mechanical but 
social: in mass-production industry the worker has not 
enough relation to his w'ork to find satisfaction in it. He 
does not produce a product. Often he has no idea what he 
is doing or w^hy. There is no meaning in his work, only a 
pay cheque. The worker in his work docs not obtain the 
satisfaction of citizenship because he docs not have 
citizenship. For as very old wisdom has it, a man who 
works only for a living and not for the sake of the work and 
of its meaning, is not and cannot be a citizen. 

In the w^ar we made tremendous efforts to establish this 
relationship between the worker and his product, and in 
the emotional tension of total w'ar this w'as comparatively 
easy. But how^ to attain it in peace when production 
again is for the indi\idual consumer rather than for 
national survival? Hitler faced this problem; and his only 
answer was to make w^ar the only goal of society. American 
industry will have to find a solution under which we can 
produce meaningfully for peace. 
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Can Unionism Do It? 

Two attempts have been made so far to solve the 
problem of industrial citizenship: industrial paternalism 
and industrial unionism. Both have failed to solve the 
problem. 

The failure of paternalism is obvious. Except for a few 
‘^urx’ivals which are just barely kept alive by respect for the 
“Old Man” who built the business, paternalism has 
become as good as extinct. The reasons for its failure are 
obvious too. It has been proved not only a false answer 
but a false answer to the wrong problem. It rests on the 
basic fallacy that people will take propaganda for reality. 
Paternalism attempts to give the individual in industrial 
society status and function by telling him tliat he has status 
and function. The problem of status and function in 
industrial society arises becaase in the modern plant the 
worker does not have the dignity and responsibility of an 
adult but is kept in the dependence of a child. Paternalism 
tries to make him feel like an adult by treating him like a 
good child. The result has been — at least in this country — 
that paternalist management has often led to greater 
dissatisfaction than tlie rule of a “tough boss”. 

Management lias large responsibilities for the worker 
whicli it cannot shirk. But the solution of the problem of 
function and status in the industrial system cannot be 
found in doing more for the worker, in giving him more 
sricial security, more welfare and recreational agencies, in 
looking after him better. It can only lie in giving him the 
responsibility and dignity of an adult. 


To say that unionism has failed in any of its objects may 
seem a joke — and one in questionable taste — now that 
collective bargaining is the law of the land and the union 
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These facts show very clearly what the problem is. 
There is a minor problem of “monotony”. In many 
unskilled jobs in modern mass-production industry those 
workers who have ability and who are willing to take 
initiative and responsibility, have little or no opportunity 
to assert themselves. In the assembly-line jobs proper 
there is a good deal of frustration — resulting from the 
imposition of a uniform v\f)rking rhythm and speed which 
are unnatural because they are not developed according 
to the worker's own co-ordination, but arc geared to the 
rhylhm and speed of‘ the slowest man on the line and then 
speeded up. There is also the muscular and nervous 
fatigue of unbalanced body motions and one-sided 
concentration which results from the confmemem of the 
worker to one endlessly rcjX'ated manipulatk>n. 

The major problem, however, is not mechanical but 
social: in mass-prcxluction industry the worker has not 
enough relation to his work to find satisfaction in it. He 
does not prcxluee a prcxluct. Often he has no idea w^hat he 
is doing or why. Tliere is no meaning in his work, only a 
pay cheque. The worker in his work does not obtain the 
satisfaction of citizenship because he does not have 
citizenship. For as very old wisdom has it, a man who 
works only for a living and not for the sake of the work and 
of its meaning, is not and cannot be a citizen. 

In the war wo made tremendous eflbrts to establish this 
relationship between the worker and his product, and in 
the emotional tension of total war this was comparatively 
easy. But how to attain it in peace when production 
again is for the indixidual consumer rather than for 
national survival? Hitler faced this problem; and his only 
answor was to make war the only goal of society. American 
industry will have to find a solution under which wc can 
produce meaningfully for peace. 
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Can Unionism Do It? 

Two attempts have been made so far to solve the 
problem of industrial citizenship: industrial paternalism 
and industrial unionism. Both have failed to solve the 
problem. 

The failure of paternalism is obvious. Except for a few 
«;iir\'ivals which are just barely kept alive by respect for the 
“Old Man'’ who built the business, paternalism has 
become as good as extinct. The reasons for its failure arc 
obvious too. It has been proved not only a false answer 
but a false answer to the wrong proUem. It rests on the 
l^asic fallacy that people will take propaganda for reality. 
Paternalism attempts to give the individual in industrial 
society status and function by telling him that he has status 
and function. The problem of status and function in 
industrial society arises bccaasc in tlic modern plant the 
worker does not Iiave tlie dignity and responsibility of an 
adult but is kept in tlie dependence of a child. Paternalism 
tries to make him feel like an adult by treating him like a 
good child. The result has been — at least in this country — 
that paternalist management has often led to greater 
dissatisfaction than the rule of a “tough boss”. 

Management has large responsibilities for the worker 
which it cannot shirk. But the solution of the problem of 
function and status in the industrial system cannot be 
found in doing more for the worker, in giving him more 
sfx:ial security, more welfare and recreational agencies, in 
looking after him better. It can only lie in giving him the 
responsibility and dignity of an adult. 

To say that unionism has failed in any of its objects may 
seem a joke — and one in questionable taste — now that 
collective bargaining is the law of the land and the union 
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shop all but compulsory. At the outset it has therefore to 
be made clear that the statement is not meant to deny 
obvious facts or to question the permanency of unions as 
the general and virtually compulsory organizations of 
industrial labour. It is most improbable that, even with 
the sharpest imaginable anti-union reaction in this 
country, the fact of unionization or its extent will be 
seriously questioned. The only major question will be 
whether the unions are to be, as to-day, independent, self- 
governing associations or bureaucratically run organs of 
the national government. Nationalization of the organiza- 
tions of labour w'ould certainly not lead to a relaxation of 
labour laws and restrictions on management. On the 
contrary it would lead to extreme government control over 
business ex'crciscd in the name of the rights of labour — and 
it is thus surely in the interest of corporation management 
to make it possible for the present unions to remain 
autonomous. 

But nevertheless the unions we have to-day in the mass- 
production industries do not succeed in giving the worker 
citizenship in industrial society and arc not capable of 
giving such citizensliip. The effectiveness of these unions 
lies largely in their concentration on economic issues. They 
can add security measures — an annual wage, or seniority 
— to their demands for higher wage rates and shorter 
hours. They can attempt to seize a share of managerial 
power, pow(T over prices, policies or profits. But they arc 
quite unable ever to subordinate demands for economic 
advantages or political power to the demands of society 
even though the members Uiemselvcs seek in the union 
above all social integration in a community. 

A second point is that unions are in inception and basic 
nature negative; they arc anti-bodies. They were designed 
to protect the worker against management, against society. 
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What is needed however is an integration of the worker as 
a partner in the industrial system and as a citizen in 
society. The most powerful union leaders are unable to 
get their own unions to drop practices w^hich arc clearly 
anti-social and which, unless discontinued, will make 
government control of unions a certainty: jurisdictional 
strikes — clear blackmail against society; the initiation 
fee racket — a clear denial of equal opportunities; the 
penalizing of efficiency and progress through “fe ather 
bedding” which in lcv)dng a private toll on the nation 
comes close to highway robbery. I do not think that a 
single one of the major union leaders of this country — with 
the possible exception of John L. Lewis — considers these 
practices justifiable or as in the interest of labour. Yet 
their combined efforts have been completely unavailing, 
simply because these practices arc an essential mani- 
festation of the basically negative tradition of unionism. 

Altogether the union, like the corporation, is a basic 
institution of an industrial society. It has therefore to be in 
such harmony with society that the achievement of its own 
ends furthers the realization of society’s basic beliefs and 
promises. But there is a deep conflict between the 
negative — anti-industry, anti-society — leitmotiv of Ameri- 
can unionism and the demand of society that the unions, as 
institutions, contribute positively to the welfare and fulfil- 
ment of society. This should not be an irresolvable con- 
flict. It may not be grounded in necessities of unionism — 
though unions every'whcrc have been afflicted with it;* it 
may be only the result of historical circumstances which 

♦ An extremely interesting study of this problem from the pro-labour 
side IS Adolph Sturmthal’s “The Tragedy of European Labour" (1943) 
which convincingly argues that the impotence and collapse of the 
apparently so powerful labour unions on the continent of Europe was 
the result of their inability to be anything else but the representative of a 
special interest against society. 
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no longer apply. And it is to be hoped that the unions can 
eventually become institutions of society rather than 
institutions against society, and can participate in the 
great and difficult job of integrating the worker as a 
citizen into industrial six:icty. So far, however, they have 
hardly eve n tackled the job. 


2 

The Foreman: The Industrial Middle Class* 

In a theoretical analysis of industrial society such as is 
given in the preceding section, the problems tend to 
crystallize around the two conceptual foc.i, equal oppor- 
tunities and status and fumtion. As we project this 
analysis into the concrete reality we see that the problems 
to be solved arc quite different in the case of the industrial 
middle class, the foreman, and in that of the hourly 
worker. The foreman's unsolved problem is almost 
exclusively that of middle-class status and function. The 
worker lacks equal opportunities as well as status and 
function. 

Only two generations ago, there were a few plants in this 
country where tlic foreman was a semi-independent 
contractor who had undertaken to supply a certain 
prtxluct or to do a certain process at a stipulated rate. If 
he could do the job mor<* cheaply, the difference was his 
profit — in some cases his only compensation; if he lost 
out on the transaction the loss was his. In other words, 
the foreman was clo‘?e to being an independent busincss- 

• This chapter was wntton several months before the American 
Management Association published its report on the foreman situation 
in May of IQ45. there is considerable agreement betw'een that report and 
my conclusions 
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man, except that he did not own his capital equipment. 

It is clearly impossible to run forcmanship in modern 
mass production industry' along similar lines. But 
traditionally, forcmanship is still regarded very much as 
l)cing the highest position within the ranks of the working 
class and the first rung on the management ladder. This 
concept of forcmanship distinguishes the American in- 
dustrial system sharply from the European. In this 
country, the foreman group is traditionally a middle class 
into which any able member of the lower class can 
graduate and from which any able man can graduate into 
the upper classes. Even in those countries in Europe 
which, like the Scandinavian countries, developed furthest 
towards a middle-class society, the industrial sphere has 
never been included in the middle-class concept. Fore- 
mansliip has indeed been the highest position within the 
European working class. But in no country in Europe has 
it ever been the first position within management. 
Management was not recruit(‘d from among th(‘ foremen, 
but from the outside — the college-trained engineers, the 
clerical, accounting, and selling departments. Foreman- 
ship in Europe has been a dead end — not a middle-class 
position, but in the working class. It may b(' said that in 
Europe the foreman has been very much like the long- 
serving, non-commissioned officer who will never get a 
commission. The American foreman too can be compared 
to a platoon sergeant; but traditionally he is at the same 
time a second lieutenant, and a member of the same social 
group as the commanding general. 

On this unique position of the foreman depends to a 
very large extent American middle-class mentality and 
social structure in an industrial age. If we want to 
maintain this middle-class society, we must maintain 
the traditional position of the hire man. That means, 
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as far as the foreman is concerned, that we must maintain 
the opportunities to rise into management and the 
middle-class function and status of foremanship. 


The Foreman's Opportunities 

The foreman of the 1 870’s who ran his own department 
at his own risk was in most cases unable to advance any 
further. Sixty years ago the only means of advance for a 
foreman was to obtain enough capital to start his own 
business with his own capital equipment. It is still only a 
minority of foremen who can expect to be promoted. But 
to-day there arc scores of jobs as superintendent, or plant 
manager, which have to be filled, and which are filled 
largely by promoting foremen. Capital accumulation was 
undoubtedly much easier two generations ago when there 
were no income taxes. Personal loans of capital credit 
could be obtained under the banking metliocls of those 
days. Yet the opportunities were still so limited as to be 
almost beyond comparison with the opportunities for 
advancement in Big Business to-day where the capital is 
already supplied and where a foreman can advance 
exclusively on his merits as an executive. 

Tlie question is, therefore, not whether there arc enough 
opportunities, but whether the opportunities arc “equal”; 
that is, whether selection for promotion is according to a 
rational and comprehensible scheme which the foreman 
can understand, and which makes sense to him. 

This is one of the problems to which the concept of 
decentralization is supposed to supply the solution. We 
can therefore legitimately ask how a corporation which, 
like General Motors, is organized on the basis of de- 
centralization, tackles the foreman problem. 

There are three lines of attack, (i) In the first place 
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there is considerable emphasis throughout General 
Motors on applying to the foreman the objective yard-stick 
of base pricing and cost analysis. Each year the foremen 
make an efficiency budget of costs and output for their 
departments which focuses on three main criteria of 
productive efficiency: output per man-hour or (where 
labour with different skills is used together) output per 
dollar of wages; output per dollar invested in machines; 
rate of wastage of material and of tools through breakage, 
faulty work, etc. The budget, and the extent to which a 
foreman lives up to it, express the foreman’s abilities both 
as a leader of men and as a mechanic; for shortcomings in 
cither capacity will at once become manifest in lower 
efficiency. In drawing up these budgets the foreman works 
with the division’s efficiency experts but theirs is primarily 
a service function — to render help and advice to the 
foreman. There is a close parallel to the service staffs 
maintained by central management for the ase of the 
divisional manager. The necessary check on the foreman’s 
efficiency is supplied, as in the case of a divisional manager, 
more by the competition with other foremen and their 
performance than by dictation from above. This way it is 
not only possible for each foreman to know precisely how 
he is doing, but management is given an objective, though 
incomplete, yard -stick for the determination of a foreman’s 
abilities as an executive. 

(2) Equally important, though far less general, arc 
attempts to train the foreman for executive positions, and 
to test promising foremen in more responsible jobs. The 
first is done in a number of divisions in special foreman 
courses. The aim of these courses is not only to teach the 
foreman the rudiments of personnel management but also 
to give him an understanding of the whole business and of 
the function of his department in it. At least as much time 
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is spent on discussing the problems of other departments 
and of the business in general as on the specific training of 
the foreman for his immediate job. In some few division? 
an attempt is made to rotate a foreman within the plant — 
usually by calling on him to substitute for a colleague on 
vacation or sickness leave. Occasionally, foremen are in 
similar ways tried out in bigger jobs, such as assistant to a 
general foreman. 

In a good many divisions, especially those in which the 
tradition of craftsmanship is still strong, the top executives 
themselves take active part in the foreman training 
programmes and thus come to know the men and their 
individual abilities. In a few' others which are particularly 
personnel-minded, it is made very clear through words 
and deeds that the divisional management is on the look- 
out for promising men and that it is in the interest of 
superintendents and plant managers to give their foremen 
all the opportunities possible. 

(3) Finally, in half a dozen divisions definite attempts 
are being made to bring the foreman into the councils of 
management, if only in an advisory capacity. Manage- 
ment problems which concern either all foremen or the 
business as a wbole are brought before informal meetings. 
The foremen arc encouraged to speak their minds, and to 
ask for information; and an attempt is being made to 
make the foremen see the problems of business and the 
reasons for policy decisions and rulings. These meetings, 
seldom formal, seem to afford a particularly good oppor- 
tunity for management to find out who is a good man, and 
seem also to be regarded by the foremen as the best means, 
next to the yard-stick of cost analysis, to arriv’c at a fair 
basis for selection and promotion. 

But all this, even if developed to the fullest extent, would 
not achieve verv^ much. Hence the question what could 
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be done is very actively discussed in Gk'ucral Motors botii 
from the point of obtaining an adequate supply of exe- 
cutives and from that of creating adequately equal oppor- 
tunities for the foreman. Of the many suggestions for 
improvement mentioned to me b\ General Motors 
executives, the following sound both promising and 
practical; 

A foreman, before being selected for promotion to a 
bigger job, should get some experience outside of his own 
field, if not outside of production altogether, lliis would 
avoid over-specialization and would also give a broader 
basis for a rational judgment on promotion. The assembly- 
line foreman, for instance, should be asked to work as a 
foreman in a machine shop, if not in a clerical department 
or a service department. It was frankly admitted that in 
the short run this might be an expensive procedure as ;i 
good assembly-line foreman could hardly be expected to 
make a very valuable contribution to the accounting 
department. But the belief was also expressed that, 
whatever the short-term cost, it would be repaid many 
limes in increased efficiency and understanding on the 
part of the foreman when returned to his old field, and in 
increased understanding and knowledge on the part of 
management of the quality of each foreman. 

Along the same line was a suggestion to work out a 
definite policy of trying out foremen in bigger jobs, such as 
that of assistant to a superintendent. It was felt that 
thereby management would not only learn a great deal 
about the real abilities of its junior executives; above all, 
the foreman would learn himself whether he is really able 
and willing to assume the added responsibility. To 
give the foreman a chance to find out for hinisclf what 
a bigger job is like should result not only in a better 
and more satisfying selection, but also in much more 
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contentment on the part of those not selected for pro- 
motion. 

It was suggested several times that promising foremen 
who had given proof of their fitness for bigger jobs should 
be given an opjx)rtunity for some intensive training — 
either in courses for senior foremen or through some other 
form of “post graduate” training for promotion. This 
would eliminate what was considered a particularly 
unsatisfactory feature of the present system: that a number 
of men who are promoted from foremanship to a higher 
position, fail to do a good job because of lack of training, 
and have to return to their old job as foreman which 
makes them feel disgraced and discontented. 

None of these ideas is put forward as a panacea. They 
illustrate however the fact that the problem of equal 
opportunities for the industrial middle class is mainly one 
of technical imagination and organization; for the 
opportunities themselv’es exist. They also show that, while 
still far from a completely satisfying solution, the problem 
is a soluble one. 


The ForemarCs Job 

Far less favourable than the foreman’s equal oppor- 
tunities are his status and function as the industrial middle 
class. It is actually doubtful whether there is a place for 
such a middle class in the industrial system. Certainly, 
during the last fifty years — and especially during the last 
fifteen — the foreman has lost rapidly in status, in function, 
and in the chance for individual fulfilment in his job. He 
has become, or at least tends to become, the “forgotten 
man” of American industry. 

It is ironical that p)erhaps the gravest threat to the 
function and status of the foreman group has come from 



AS A SOCIAL INSTITUTION 


the increase in his opportunities. The foreman of seventy 
years ago was directly under the owner or the chief 
executive of the business. This severely limited his 
chances to become more than a foreman witliout ac- 
cumulating capital; it is the development of the hierarchy 
of executives between the foreman in the plant and the 
president of the corporation which has given the foreman 
group the chances for advancement which it has to-day. 
But the absence of this hierarchy also gave the foreman an 
autonomous status and a vital function, comparable to 
that of the divisional manager of to-day. 

Seventy years ago, the foreman, even if not a semi- 
independent contractor, was a partner in managerial 
decisions and in policy making, and the undisputed boss of 
the workers under him. To-day, with a large group of 
executives al:)Ovc him, most of this function and authority 
of the foreman has been taken away. Managerial decisions 
are made on a level so far above his tliat it takes a deter- 
mined effort on the part of management to keep the 
foreman in contact with these decisions. To make him a 
partner in them is practically impossible. Production 
methods have become largely a matter of specialized 
technical training instead of being based on the foreman’s 
lifelong experience, the work is thas necessarily almost 
completely in the liands of process engineers, time- 
motion-study experts and trained production men. At the 
same time the growth of the industrial unit has made it 
necessary for the business to have a labour policy binding 
on the foreman. This means that he no longer can hire 
and fire as he sees fit, that the decisions how to use the men 
under him is largely in the hands of a trained personnel 
manager with aptitude tests and time-motion studies, and 
that there is very little scope for the foreman’s traditional 
job of training skilled workers. The growth of Big Business 
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has tended to deprive the foreman of all managerial 
function and to make of him a gang boss, whose job it is to 
see that executive orders are carried out. 

Even this function has largely disappeared, as a result of 
the unionization of the workers, which has substituted the 
impersonal authority of a contract for the personal 
authority of the foreman. Also unionization means that 
questions of labour policy — whether raised by employer or 
employee — have to be handled on a level of management 
far above that of foreman since they arc likely to involve 
the entire plant. The insistence of most unions on carrying 
grievances and other questions of labour policy and ticat- 
ment directly to plant management instead of to the 
foreman, on a centralized agency for hiring and firing, 
and on pushing aside the foreman in practically all such 
matters, is usually regarded by management as a sinister 
attempt to undermine discipline and managerial authority 
in the plant. But even if union leadership were most 
desirous to collaborate with management, it would still 
tend to go over the head of the foreman simply because, 
from the point of view of the union, it is a waste of time to 
negotiate with someone who lacks the power to make a 
d<*cision, and who cannot commit the company to a 
definite policy. The foreman, caught between a strong 
union and a strong management, will normally try to 
shirk an issue in which he might have to decide between 
two so powerful groups. 

That the foreman himself regards his position as 
threatened shows clearly in the success of the recent drive 
to unionize foremen. True, this drive was caused as much 
by special and transitory war-time dislocations as by long- 
term disturbances. True also that a group can unionize 
without losing its middle-class character. The Newspaper 
Guild has not made “proletarians” out of reporters; nor 
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has the American Teachers' Union made school tcachi'rs 
any less middle-class minded. Altogether a good case can 
be made out in favour of a professional association of a 
large middle-class group working under similar conditions 
and beset by the same problems. All this, however, misses 
the point. Foreman unionization is only a symptom. It is 
not the cause but only one expression of a pretty general 
change in the foreman's outlook. This change in outkx)k 
is itself only th(‘ result of a change in basic conditions under 
which the foreman has become less of a second lieutenant 
and increasingly a long-serving sergeant. 

This shows very clearly in the twofold way in which the 
terms “executive" and “management" are used. So far in 
this book, I ha\T used both terms so as to include the 
foreman. Thi> is, indeed, the usage of General Motors top 
official V aiul of some of the divisional managers. This usage 
IS howevci opposed by some of their iissociates who feel 
that th(‘ foreman is not a part of management, cannot be 
organized on the basis of decentralization and docs not 
have any shar<' in managerial decisions. 

This split K rminology reflects a split in the actual 
position of the foreman in the company. As a deliberate 
policy the foreman is put on a basis essentially different 
from that of the hourly worke r under him. He is on a 
straight salary which has to lie at least one-third higher 
than the average of the five highest paid men working 
under him. He enjoys seniority rights in layoffs over the 
hourly workers. In regard to vacation with pay, retire- 
ment pension, and severance pay, he is treated as a 
salaried junior executive. In addition, several divisions 
have tried to set the foreman apart by providing special 
cafeterias for him, exempting him from time-clock punch- 
ing, etc. 

Beyond these formal provisions, there is however no 
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unity in the p>osition of foreman. Some divisions try to 
make the foreman actually a member of management. In 
some of the smaller car manufacturers or accessory* 
divisions the foremen not only feel themselves a part of 
management but are a part of management actively and 
responsibly participadng in managerial decisions, pro- 
duction planning and labour policy. 

But there arc also divisions, among them some very large 
ones, where the foreman is at best a gang boss. In one he 
is hardly even that. A special elepartment of divisional 
management handles all hiring and firing, and also 
determines where each worker is to work and how. For 
each worker and each job, this department works out the 
best procedure through time-motion-studies, aptitude tests 
and discussions with the worker. The foreman is hardly 
even consulted. His only job is to see that the production 
method arrived at in collaboration with the individual 
worker is observed. He has no right to change it, though 
he may a‘«k for a revision; the only thing he can do is to 
ask for the transfer of a worker with whom he cannot get 
along. 

In spite of these disparities of thought and practice, 
General Motors experience is clear enough on two points. 
The first is that the foreman himself does not want to give 
up his middle-class position, and that he wall support 
managerial attempts to preserve it. This show's for 
instance in the fact that so far there has been com- 
paratively little pressure for foreman unionization within 
General Motors. Yet the Detriot area is otlicrwasc one of 
the strongholds of the foremen’s union; and the w'ar-timc 
dislocations usually held responsible for the unionization 
drive wTre particularly noticeable in General Motors with 
its tremendous war-time expansion. Even men wathin the 
foremen’s union itself told me “off the record” of the 
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conviction of General Motors foremen that there is a 
genuine desire on the part of their top management to give 
them real authority, status and function. 

The second conclusion is that the extent to which the 
foreman can retain his middle-class status in modern 
mass-production industry depends on the extent to which 
decentralization functions. Wherever decentralization — 
at least in part — has been made to reach the foreman, he is 
a junior executive; wherever it has failed to integrate him 
into management he is no better than a gang boss. 

We can now answer the question whether foremanship 
in modern mass-production industry is a middle-class 
position or not. It is not correct that the foreman is a 
member of management and that he has status and 
function as such as the employers’ organizations maintain 
in their fight against the unionization of foremen. It is 
equally incorrect that the foreman in modern mass- 
production industry is not a member of management as is 
asserted by the foremen’s union. What is correct is that 
the position of the foreman in modern mass-production 
industry is marginal. He can be made a member of 
management at the cost of serious effort and hard work. 
Yet he can never be quite secure in his middle-class 
position; decentralization cannot be pushed all the way to 
the foreman’s level because of modern technology as well 
as because of modern labour relations. 

American industry in general not only has to work out 
systematic policies on foreman training; it will also have to 
make it a general practice to bring the foreman everywhere 
into the councils of management. These attempts will be 
wtII worth the cost — not only from the point of view of 
society but from that of the corporation as well. Without 
the active support of a consciously middle-class foreman 
group, management would be unable to maintain itself 
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within the plant; and without the active support of the 
industrial middle class free enterprise would soon cease to 
enjoy popular support. Yet even if much more is being 
done to strengthen the status, function and authority of 
the foreman than appears possible at present, the social 
position of the industrial middle class is likely to be 
ambiguous. It is an in-between position between worker 
and management pertaining of the nature of both. If the 
working class is proletarized, the foreman will be pro- 
letarized Ukj. 

If our industrial society splits into the civil war of the 
class- war concept, the foreman who lives between the two 
camps cannot but be deprived of the autonomy and 
dignity of his traditional middle-class position. The 
foreman problem can never be solved by attempts on the 
managerial level alone. His position depends as much on 
the position of the worker under him as on hi^^ relation to 
the manager abo\<‘ him. If the worker too is integrated 
into the middle-class concept of American life — if in other 
words the worker too has status and function in industrial 
society — the foreman's position in our society will be 
secure as a middle-c:lass position. Otherwise it will at best 
be very precarious. In the last analysis th(‘ key to the 
solution of the foreman problem lies in the solution of the 
problem of the worker. 


3 

The Worker 

The analysis of the foreman’s opportunities and middle- 
class position has made it clear that decentralization as a 
principle of industrial order can be applied only where 



AS A SOCIAL INSTITUTION 


177 


there is at least a rudiment of genuine executive functions. 
It cannot possibly be tlie basis for an integration of the 
worker into industrial society; for it is almost the definition 
of the industrial worker that he does not direct but is 
directed. 

Nowhere can the problem of the worker's industrial 
citizenship be seen in purer form, and nowhere is the 
absence of a solution as gi ave a matter as in the American 
automobile industry. The automobile industry stands for 
modern industry all over the globe. It is to the twentieth 
century what the Lancashire cotton mills were to tin* 
early nineteenth century: the industry of industries. The 
performance of all industry is likely to be judged by it. 
Any solution it might find to give the worker citize nship 
in industrial socie ty would become the general solution. 
No solution found <‘lse where would hav(‘ much meaning 
unless it could successfully be applie'd in the automobile 
industry. Detroit is the industrial city per se; and, for better 
or worse, as Detroit goes, so gex's industry. 

The automobile industry is also the industry with about 
the worst relations between labour and management — 
surpassed by none in mutual bitterness, and matched only 
by such traditional sources of industrial infection as coal 
mining and rubber. The main cause of this industrial 
antagonism which belies the very foundation of American 
beliefs and promises is the absence of a workable solution 
of the twin problems of equal oj)portunities and of status 
and function of the worker 

There are a good many other contributory causes of the 
bitterness, distrust and hostility with which the labour 
situation in the automobile industry is charged. There is, 
first, the legacy of the 1937 sit-down strikes, which more 
than anything else prexrnts cither side from approaching 
a common problem in a spirit of understanding and 
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sympathy. Because of' 1937, far too many people in 
management prefer ( ven to-day to escape into the belief 
that workers arc a race apart and almost subhuman, and 
that all labour leaders arc crooks and gangsters, rather 
than face a difficult and dangerous problem. Because of 
1937, there are also far too many workers who avoid 
tliinking by convincing themselves that all bosses arc 
fiends. The years of sniping and backbiting of which the 
sit-down strikes were the climax have warped the per- 
spective even of the sanest men on both sides. 

An additional cause of conflict in the automobile industry 
is its conct ntration in a few counties of south-east Michigan, 
which isolates it from the rest of the country. There is 
furthermore a latent antagonism between the managerial 
group with its roots largely in the “old stock” of the mid- 
western small town, and the w'orkers who arc very largely 
first or second generation immigrants from eastern or 
southern Europe, recent arrivals from the West Virginia 
and Tennessee hill-country or Negroes. Thus, there is a 
tendency, especially among the lower ranks of manage- 
ment, to feel superior to the worker, or at least to see liim 
as an alien. 

All these disturbing factors are effective only because of 
the absence of an integration of the automobile worker into 
industrial society through equal opportunities and through 
status and function. The memory of the labour troubles of 
the thirties, the lack of homogeneity between manage- 
ment and labour, supply only the sparks; the dynamite 
lies in the fact that the automobile industry, as our youngest 
and most representative mass-production industry, ex- 
hibits the unsolved basic problem in its clearest form. In 
other fields tliis problem is still obscured by the traditions 
of the small shop, or by the rich lore of an old craft as in 
printing and steel making. In the automobile industry the 
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problem is in the open. Detroit and its smaller satellites in 
the automobile country arc the industrial centres which 
most clearly pose the vital problems of industrial society. 
From one point of view this means that conditions in 
the automobile industry, in spite of all appearances to the 
contrary, arc comparatively healthy; at least the wound 
is a clean one. Seen from another angle, however, this 
makes conditions in the industry most difficult and their 
solution most urgent. 

The extent to which the worker lacks equal oppor- 
tunities to advance shows clearly in the way in which both 
management and labour look upon the worker’s chances. 
There is an ever-growing tendency among plant managers 
to depend on outside sources rather than on the men in the 
plant for their supply of foremen and other junior exe- 
cutives. The degree of an engineering scliool or a college, 
or work in the clerical, accounting or sales ch partments, 
to-day constitute the preferred qualifications for foreman 
and junior executive in many mass-production plants. 
This is particularly pronounced in all assembly-line 
processes; even where an assembly-line foreman comes out 
of the ranks of the workers, he has rarely been an assembly- 
line worker. 

The worker shows his estimate of his opportunities in the 
demand for seniority as the basis for promotion instead of 
achi(‘vemcnt. Even more revealing is the common belief 
of mass-production workers that the only chance for a 
smart man to advance to-day lies in work in the union and 
not in work in the plant. Finally, there is the fact that the 
mass-production worker, on the whole, docs not want 
his children to follow in liis footsteps; he is convinced 
that their best chance for social and economic advance- 
ment lies in avoiding work in a plant by going to 
college — a glaring contrast to the pride of the old crafts- 



l8o BIG BUSINESS 

man in his traditional and often inherited profession. 

Even so, the opportunities for the hourly worker in the 
mass-production plant are much better than his status and 
function. The modern mass-production plant needs so 
many executives that, even with a growing reliance on 
sources outside the plant, a comparatively large number of 
workers achieve promotion eventually. But there is little 
chance for anybfKly below the executive level to find 
satisfaction in a job whose relation to reality^ is very 
obscure. For the great majority of automobile wwkers, 
the only meaning of the job is in the pay cheque, not in 
anything connected with the wwk or the product. Work 
appears as something unnatural, a disagreeable, meaning- 
less and stultifying condition of getting the pay cheque, 
devoid of dignity as well as of importance. No wonder that 
this puts a premium on slovenly work, on slow-downs, and 
on other tricks to get the same pay cheque w ith less w'ork. 
No wonder that this results in an unhappy and dis- 
contented worker- because a pay cheque is not enough to 
base one’s self-respect on. Perhaps the best way to sum up 
is by quoting a craftsman of the old school whom I met 
years ago. He had just decided to leave a well-paid job 
in the automobile industry. When I asked him why he 
w'as unhappy in Detroit, he said: “The whole place is on 
relief; even if they have jo])s, they still behave and act as if 
they were unemployed." 

There are tw^o standard reactions to these facts. The one 
is to pretend that things are as they should be. This is the 
attitude both of the confirmed stand-patter and of the 
confirmed Marxist; for both conditions are precisely as 
they have to be under the capitalist system. That the one 
uncritically endorses, while the other uncritically con- 
demns, everything connected wdth this system, makes little 
difference in their basic negativi.''m. Even less constructive 



AS A SOCIAL INSTITUTION i8t 

is tlie second reaction; that of tlic agrarian romanticist 
who considers industry the great IxTrayal, and who 
know^ no answer except to make undone all that has 
happened during the last tw^o hundred years. 

I am wtII aw^are that we have no workable solution to 
the problem; and nothing would appiMi* to me to be more 
dangerous than the attempt to conceal this bv rhetoric or 
— the most dangerous deception of all — by advertising 
'lome “infallible’' nostrum. But it also seems to me that tlie 
failure to find solutions so far dex's not prove that they 
cannot be found through hard work and hard thinking. 
We could not pK)ssibly have found lasting solutions in the 
very short time — not much moie than fiftv years — since 
we first became aware that such a problem exists; and it 
w^as mucli later, probably not before the Great Depression, 
that this country first realized the central importance of 
the problem of the worker's <'iti7enshi]> in industiial 
societv. 


Equalizing Opportunities 

The first and most obvious step to give the worker (*qual 
opportunities is to offer him a training that will put him 
on an equal competitive level with people who have had a 
chance to go to engineering school or to college. In 
General Motors this is being attempted by the General 
Motors Institute which offers many courses on basic as 
well as on special subjects, ranging from mechanical 
engineering to such hsser skills as opcTating a comp- 
tometer. 

One division on its own goes considerably further and 
has an elaborate system of apprenticeship schools supple- 
mented by special work offered at a near-by engineering 
college for employees of th^: division. Tlu s< courses are 
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devised in such a manner as to make anyone who success- 
fully finishes them eligible for promotion to a supervisory 
position. They arc partly given on company time though, 
in addition, six to eight hours of the worker’s time arc 
required each week. It is the policy of this division to try 
to have every' new worker in the plant enroll in the 
programme. The programme has the full support of the 
for(‘men, who in many cases are themselves graduates oi 
this apprentice training scheme and who also furnish most 
of the teachers for it. Yet just enough men have the 
energy and drive to go through the programme to fill the 
division’s need for junior executives — a good indication 
that there is little to the fear voiced sometimes that 
offering training facilities to employTes wdll lead to an 
unusalde surplus of overtrained people. 

A second line of approach is to give men the opportunity 
to show latent talent and to acquire knowledge and 
training within the plant. This is done in some divisions 
by rotating w'orkers periodically from job to job wiiich 
shows wiiat kind of a job the man is most fitted for. In 
somi' of these divisions an effort is made to give workers 
with ability a chance of proving themselves in responsible 
positions by trying them out in such jobs as that of 
job-setter or instructor for new' employees. 

Lx'ss promising in my opinion arc several attempts to 
“sc reen out” capable workers for jobs requiring greater 
skill or greater independence through forma] psycholf\eical 
or aptitude te sts, as is advocated by some of Gcmcral 
Motors’ personnel experts. Such tests never measure the 
important thing, the integration of specific traits and skills 
into a personality\ While they' can say with a fair degree 
of reliability that a man is unfit for a particular line of 
work requiring definite qualities of the mind or of the 
hand, they can nev'cr tell what a man is fit for, let alone 
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whether he is fit for a position of leadership. But even if an 
infallible test could be devised, its use as a basis for 
promotion would be ill-ad\dscd, for it would lack precisely 
that element of rational comprehensibility which a 
scheme of promotions must have to fulfil the promise of 
equal opportunities. However, in deciding where a new 
man should start, there is probably a field for tests, 
particularly if used as a complement to experienced 
judgment rather than as a substitute for it; perhaps as 
suggested by one executive, we could thus direct the least 
able and least ambitious workers into the most mechanical 
jobs. 

Finally, some divisions use methods of stimulating the 
worker’s interest in his work. These include not only 
information about his job but also definite rewards for 
inventiveness and for an analytical attitude on the part of 
the worker. These methods, while definitely designed to 
provide tests of individual abilities as a yard-stick for 
advancement, find their widest application in respect to 
the problem of status and function. 


The Plant Community 

As for the worker's status and function the war showed 
us how much there is to be done and a few things that can 
be done. The war brought into the plants hordes of 
people who had never before been insicle a factory, and 
who did not just accept industrial conditions as a matter 
of course but w'anted to know why they were doing what 
they were expected to do. The difficulties in using these 
new employees in the traditional fashion forced a good 
many plant managers to develop new methods. In 
addition, the war supplied an emotional factor which 
made production meaningful — in marked contrast to 
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devised in such a manner as to make anyone who success- 
fully finishes them eligible for promotion to a supervisory 
position. They arc partly given on company time though, 
in addition, six to eight hours of the worker’s own time are 
required each week. It is the policy of this division to try 
to have every new worker in the plant enroll in the 
programme. The programme has the full support of the 
foremen, who in many cases arc themselves graduates of 
this apprentice training scheme and who aho furnish most 
of the teachers for it. Yet just enough men have the 
energy and drive to go through the programme to fill the 
division’s need for junior executives — a good indication 
that there is little to the fear voiced sometimes that 
offering training facilities to employees will lead to an 
unusable surplus of overtrained pc oplc. 

A second line of approach is to give men the opportunity 
to show latc'nt talent and to acquire knowledge and 
training within the plant. This is done in some divisions 
by rotating workers periodically from job to job which 
shows what kind of a job the man is most fitted for. In 
some of these divi’-ions an effort is made to give workers 
with ability a chance of proving themselves in responsible 
positions by trying them out in such jobs as that of 
job-setter or instructor for new employees. 

Less promising in my opinion arc several attempts to 
“screen out” capable workers for jobs requiring greater 
skill or greater independence through formal psychological 
or aptitude tests, as is advocated by some of General 
Motors’ personnel experts. Such tests never measure the 
important thing, the integration of specific traits and skills 
into a personality. While tlicy can say wath a fair degree 
of reliability that a man is unfit for a particular line of 
work requiring definite qualities of the mind or of the 
hand, they can never tell what a man is fit for, let alone 
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whether he is fit for a position of leadership. But even if an 
infallible test could be devised, its use as a basis for 
promotion would be ill-ad\dsed, for it would lack precisely 
that clement of rational comprehensibility which a 
v>chcme of promotions must have to fulfil the promise of 
equal opportunities. However, in deciding where a new 
man should start, there is probably a field for tests, 
particularly if used as a complement to expc'rienccd 
judgment rather than as a substitute for it; perhaps as 
suggested by one executive, we could tlius direct the least 
able and least ambitious workers into the most mechanical 
jobs. 

Finally, some divisions use methods of stimulating the 
worker’s interest in his work. These include not only 
information about his job but also definite rewards for 
inventiveness and for an analytical attitude on the part of 
the worker. These methods, whih' definitely designed to 
provide tests of individual abilities as a yard-stick for 
advancement, find their widest application in respect to 
the problem of status and function. 


The Plant Community 

As for the worker's status and function the war showed 
us how much there is to be done and a few things that can 
be done. The war brought into the plants hordes of 
people who had ne ver before been inside* a factory, and 
who did not just accept industrial conditions as a matter 
of course but wanted to know why they were eloing what 
they were expected to do. The difficulties in using these* 
new employees in the traditional fashion forced a good 
many plant managers to develop new methexis. In 
addition, the war supplied an emotional factor which 
made production meaningful — in marked contrast to 
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peace-times. This, too, showed what should be done as 
well as a few things that could be done. While the 
emotional stimulus of war production was ephemeral, 
some of the lessons of war should — and perhaps will — be 
remembered now’ that the war is over. 

The first great lesson which might be applied to p)eace- 
time industrial society is the flexibility of the concept of 
modern mass production. Prior to the war, mass- 
production techniques were on th(‘ whole applied with a 
rigidity which saw in the automobile assembly line the only 
valid use of the concept of mass production. The war 
showed that this Uq^e of assembly line is neither the only 
application of the concept, nor in all circumstances the best. 
It showed further that the concept of the human con- 
tribution to production as a minor appurtenance to the 
machine that was inherent in the orthodox assembly line, 
is neither the only possible concept, nor alw'ays the best. 
We learneci that mass production is much more than a 
technique. It is a broael concept bascel on the combination 
e)f three factors: staneiardization and interchangeability of 
parts; a principle of production w’hich secs each process as 
a composite of ( lementary and umkilled manipulations; 
and a principle of materials control w hich aims at bringing 
all pieces needed for any given step of the operation to the 
operator at the same time. 

The new understanding has tremendoasly expanded the 
field to which ma‘is-production methods can be applied. 
We have learned that any operation can be handled by 
modern mass-production m('thods if the volume is only 
large enough. Neither the difficulty of the operation nor 
the precision required make much diffi rence. This is 
perhaps the greatest single technological advance made in 
this generation. At the same time w’c have learned that it 
is ncitlier necessary nor alw’ays efficient to organize all 
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mass production in such a manner eis to have the majority 
of workers confine themselves to doing one and only one of 
the elementary manipulations. We have learned that we 
can, though not always, organize mass production in such 
a manner that the individual worker is not tied to the 
speed and rhythm of an assembly line, that is to the speed 
and rhythm of the slowest and most uneven member of the 
chain. And it is the subordination of the individual speed 
and rhythm to tliat of a line that is responsible for most of 
the fatigue and nervous disturbance caused by assembly- 
line work. We liavc also learned tliat it is not necessary, in 
all operations, to confine the worker to one endless 
operation which is never finished, and which never 
finishes anything — the factor most responsible for the lack 
of satisfaction in assembly-line work. 

There are countless examples of our new freedom in 
using mass-production methods. Again and again during 
the war, unskilled workers had to be used for a new and 
liighly skilled job, simply bccaus(' skilled men were not 
available. It was impossible to “lay out’’ the job in the 
usual assembly-line fashion in which one unskilled 
operation done by one un.killcd man is followed by the 
next unskilled operation done by the next unskilled man. 
The way out of this dilemma was to reconstruct — as in a 
jigsaw puzzle — a skilled job out of its unskilled com- 
ponents. The operation was broken down into its un- 
skilled components like any assembly-line job. But then 
the unskilled components were put together again with the 
result that an unskilled worker, doing a series of un- 
skilled ope rations, actually performed the job of a highly 
skilled mechanic — and did it as reliably and as efficiently 
as had been done by skilled men. Yet each man turned 
out a complete part at the speed and with the rhythm best 
suited for him. Each new employee worked through the 
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peace-times. This, too, showed what should be done as 
well as a few things that could be done. WTiile the 
emotional stimulus of war production was ephemeral, 
some of the lessons of war should — and perhaps will — be 
remembered now that the war is over. 

The first great lesson which might be applied to peace- 
time industrial society is the flexibility of the concept of 
modern mass production. Prior to the war, mass- 
production techniques were on the whole applied with a 
rigidity which saw in the automobile assembly line the only 
valid use of the concept of mass production. The war 
showed that this tsqDc of assembly line is neither the only 
application of the concept, nor in all circumstances the best. 
It showed further that the concept of the human con- 
tribution to production as a minor appurtenance to the 
machine that was inherent in the orthodox assembly line, 
is neither the only possible concept, nor always the best. 
We learned that mass production is much more than a 
technique. It is a broad concept based on the combination 
of three factors: standardization and interchangeability of 
parts; a principle of production which secs each process as 
a composite of e lementary and uii^^killed manipulations; 
and a principle of materials control which aims at bringing 
all pieces needed for any given step of the operation to tlie 
operator at the same time. 

The new understanding has tremendously expanded the 
field to which mass-production methods can be applied. 
We have learned that any operation can be handled by 
modern mass-production nK thods if the volume is only 
large enough. Neither the difficulty of the operation nor 
the precision required make much difference. This is 
perhaps the greatest single technological advance made in 
this generation. At the same time we have learned that it 
is neither necessary nor always efficient to organize all 
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mass production in such a manner as to have the majority 
of workers confine themselves to doing one and only one of 
the elementary manipulations. We have learned that we 
can, though not ahva\*s, organize mass production in such 
a manner that the individual worker is not tied to the 
speed and rhythm of an assembly line, that is to the speed 
and rhythm of the slowest and most uneven member of the 
chain. And it is the subordination of tlie individual speed 
and rhythm to that of a line that is responsible for most of 
the fatigue and nervous disturbance caused by assembly- 
line work. We have also learned tliat it is not necessary, in 
all operations, to confine the worker to one endless 
operation which is never finished, and which never 
finishes anything — the factor most responsible for the lack 
of satisfaction in assembly-line work. 

There are countless examples of our new freedom in 
iLsing mass-production methods. Again and again during 
the war, unskilled workers had to Ixi used for a new and 
higlily skilled job, simply because skilled men were not 
available. It was impossible to “lay out’’ the job in the 
usual assembly-line fashion in which one unskilled 
operation done by one un.'^killed man is followed by the 
mxt uir killed operation done by the next unskilled man. 
The way out of this dilemma was to reconstruct — as in a 
jigsaw puzzle — a skilled job out of its umkilled com- 
ponents. The operation was broken down into its un- 
skilled components like any assembly-line job. But then 
tlic unskilled components were put together again with the 
result that an un^* killed worker, doing a scries of un- 
skilled operations, actually performed the job of a highly 
skilled mcclianic — and did it as reliably and as efficiently 
as had been done by ‘•killed men. Yet each man turned 
out a complete part at the speed and with the rhythm best 
suited for him. Each new employee wwked through the 
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analysis of his job. “Wc take him into our confidence” 
was the way one personnel manager put it. He was then 
given a chart which showed the operation, step by step; for 
every step it gave a list of the things the worker had to look 
out for — temperature, speed, etc. Finally the chart gave 
for every step the reason why it was being done and what it 
achieved. 

An even more radical departure from the layman’s 
picture of the assembly line as something based on gadgets 
could be found in a General Motors accessory division in 
Michigan which was making bomb sights for the Royal Air 
Force. Here the main problem was not one of speed and 
precision but one of balancing several dozens of extremely 
delicate instruments against each other in the final 
assembly, something like the well-known children’s game 
in which several little beads in a closed case have to be 
coaxed into holes. This required not only infinite patience 
but a complete absence of tension which was finally 
achieved by standing the assembly-line technique on its 
head. The most advanced methods of materials-flow were 
used and every worker on the final assembly line received 
at the same time all the parts needed for his job. But the 
object of this was not, as on the traditional conveyor belt, 
to impose speed on the worker but to slow him down to a 
leisurely and relaxed pace. Each assembly-line worker did 
llie entire assembly job. The parts for the next job did not 
arrive until he signalled for them. On the final job of 
balancing there was no time limit at all — in some cases the 
parts “clicked” in a few minutes, in others it took days. 
If the balance was not achieved on the first few' tries, the 
worker had to take out some time, either resting or 
w'orking on another purely mechanical job. 

This was admittedly a freak. Yet it contained important 
lessons. The job had been tackled by several first-rate 
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engineering firms in tliis country and in Britain. They all 
had tried to use the orthodox assembly line and had failed 
to get any production. They concluded that the bomb 
sights could not be made by modern production methods 
at all; and that was undoubtedly a correct conclusion as 
far as traditional assembly-line techniques were concerned. 
The final solution, however, not only showed tliat modern 
methods could be used. It also showed that properly, 
that is imaginatively, applied, these methods would 
produce bomb sights many times faster than the skilled 
craftsman could, and at a fraction of tlie cost. And though 
they have no data to prove it, the executives responsible 
arc convinced that these methods, developed to cope with 
an emergency, would prove faster and cheaper if applied 
to several products normally turned out on the orthodox 
assembly line. 

Equally illuminating is the exp)ericncc of another 
division producing electrical accessories. This division was 
suddenly called upon to increase the production of an item 
badly needed by the Na\7'. It had been producing this 
item all along; moreover it was a product closely re- 
sembling one of its main peace-time proilucts. There 
should have been no problem of design or production 
methods. But the man-power shortage in its own area 
forced the division to move the job to another city with a 
surplas of labour, though of completely unskilled and 
inexperienced labour. Hence the job — originally semi- 
skilled — had to be redesigned for unskilled men. The 
solution, apparently dcvclo|>ed independently, was the 
same as in our first example. The skilled job was re- 
constructed as a scries of unskilled operations to be 
performed in sequence by the same worker. Each worker 
was taken individually through the process of designing 
the whole series of operations. He was shown the finished 
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ainalysis of his job. “Wc tajcc him into our confidence” 
was the way one personnel manager put it. He was then 
given a chart wliich showed the operation, step by step; for 
every step it gave a list of the things the worker had to look 
out for — temperature, speed, etc. Finally tlie chart gave 
for every step the reason why it was being done and what it 
achieved. 

An even more radical departure from the laymian’s 
picture of the assembly line as something based on gadgets 
could be found in a General Motors accessory division in 
Michigan which was making bomb sights for the Royal Air 
Force. Here the main problem was not one of speed and 
precision but one of balancing several dozens of extremely 
delicate instruments against each other in the final 
assembly, something like the well-knowm children’s game 
in wdiich several little beads in a closed case have to be 
coaxed into holes. This required not only infinite patience 
but a complete absence of tension which was finally 
achieved by standing the assembly-line technique on its 
head. The most advanced methods of materials-flow were 
used and every worker on the final assembly line received 
at the same time all the parts needed for his job. But the 
object of this wjls not, as on the traditional conveyor belt, 
to impose speed on the worker but to slow him down to a 
leisurely and relaxed pace. Each assembly-line wwker did 
tlu* entire assembly job. The parts for the next job did not 
arrive until he signalled for them. On the final job of 
balancing there was no time limit at all — in some cases the 
parts '‘clicked” in a few minutes, in others it took days. 
If the balance was not achieved on the first few' tries, the 
worker had to take out some time, either resting or 
working on another purely mechanical job. 

This was admittedly a freak. Yet it contained imix)rtant 
lessons. The job had been tackled by several first-rate 
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engineering firms in tiiis country and in Britain. They all 
had tried to use the orthodox assembly line and had failed 
to get any production. They concluded that the bomb 
sights could not be made by modern production methods 
at all; and that was undoubtedly a correct conclusion as 
far as traditional assembly-line techniques were concerned. 
The final solution, however, not only showed that modern 
methods could be used. It also showed that properly, 
that is imaginatively, applied, these methods would 
produce bomb sights many times faster than the skilled 
craftsman could, and at a fraction of the cost. And though 
they have no data to prove it, the executives responsible 
are convinced that these metliods, developed to cope with 
an emergency, would prove faster and cheape r if applied 
to several products normally turned out on the orthodox 
assembly line. 

Equally illuminating is the experience of another 
division producing electrical accessories. This division was 
suddenly called upon to increase the production of an item 
badly needed by the Navy. It had been producing this 
item all along; moreover it was a product closely re- 
sembling one of its main peace-time products. There 
should have been no problem of design or production 
methods. But the man-power shortage in its own area 
forced the division to move the job to another city with a 
surplus of labour, though of completely unskilled and 
inexperienced labour. Hence the joh — originally semi- 
skilled — had to be redesigned for unskilled men. The 
solution, apparently dcvclop>cd independently, was the 
same as in our first example. The skilled job was re- 
constructed as a series of unskilled operations to be 
performed in sequence by the same worker. Each worker 
was taken individually through the process of designing 
the whole series of operations. He was shown the finished 
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product and its functions and led back, step by step, to the 
first manipulation. Several thousand new workers, 
practically all without previous industrial experience, 
produced a precision product within a few months, 
though there had been fewer than fifty men from the old 
plant to instruct and to lead them. This new and im- 
provised plant apparently produced as fast and as cheaply 
as the old methods used in peace-time. Exact comparison 
is not possible, but as far as the available data go, they 
seem to show that the new technique which replaced the 
asseml)ly-line-in-<^pacc by an assembly-line-in-conccpt, and 
which thus enabled one man to turn out a finished product 
all by himself, was as efficient technically as the old 
methods. And of course it wms many times more efficient 
in terms of human satisfaction, identification of the 
worker with his w^ork and understanding of product and 
process by the worker. 

The second great lesson of the wMr was that it is really 
not true that the w^orker is happy and contented if he gets 
nothing out of his w'ork except the pay cheque, or that he 
is not interested in his w'ork and in his product. On the 
contrary^ he yearns for a chance to know and to under- 
stand as much as possible about his work, his product, his 
plant, and his job. Plant management was forced to use its 
imagination to establish a relation betwxen the w'ar- 
worker and his product, not out of humanitarian reasons 
hut for the sake of greater efficiency. The result of such 
attempts was cvcry^vherc an increase in efficiency and 
productivity, as wxll as in worker morale and satisfaction. 

One of the smaller divisions of General Motors in 
northern Michigan converted from the production of 
steering gears to army carbines. This made necessary a 
considerable expansion of production and employment 
w ith most of the new workers entirely alien to industrial 
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processes; at the same time, the job required great care 
and precision. The management worked out a plan under 
which a special department of skilled men was entrusted 
with the training of new employees. The new worker was 
first put on a machine and left there wwking for a few 
da^'s to become familiar with the “feel” of industrial work, 
the atmosphere, noise and smell of a big plant. Then a 
man from the s]:)ccial department took him— or her; most 
new workers were women — out to the target range, 
showed him a carbine, took it to pieces, explained how it 
works, and showed the part on wiiich he himself w^orked. 
Tlien the newxomcr was asked to fire a few shots with the 
carbine. How^ important precision is, w\is 1 icing shown by 
direct demonstration. After the new worker had fired a 
carbine in which the part which he himself produced was 
accurate according to specifications, he was given a car- 
bine in w^hich his part was too small or too big; the effect 
on the functioning of the rifle w^as immediately apparent. 
After this, the representative of the special department 
and the worke r sat down together to work out the most 
efficient production metliods based on tirne-motion- 
^tudies of the job and on the individual’s rhythm. In each 
case, the precise procedure was worked out individually 
and with due consideration for the worker’s individual 
physical and psychological characteristics. Most im- 
portant, it was the wxrkcr himself who worked out the 
procedure and set the schedule, with ffic trained expert 
confining himself to guidance, advice and assistance. The 
final result was then drawn up in a chart. The worker 
knew not only what he did at every step but also why. 
This established a direct relationship between the worker 
and his contribution to the war effort through his work, 
and an acceptance of the most advanced methods of 
production on his part as something he had worked out 
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himself. In a district known for its high labour turnover 
and absenteeism, this plant succeeded in keeping both 
below the p^ acc-time ratio. Perhaps even more important 
was the fact that the production schedule established by 
the worker himself topped in almost all cases the norm set 
by timc-motion-studics; and the actual performance 
exceeded in a good many cases that of the production 
schedule. So successful has the plan been that this 
division is firmly determined to maintain it after re- 
conversion to peace-time production. 

A good many managers have realized under war- 
pressure that the worker who takes pride and interest in his 
work is a better w^orker and a better citizen. They have 
also come to understand that, in the past, they have been 
deficient in imagination and have failed to sec both the 
worker's need for a relation to his work, and the ways in 
which this need can be answered. Early in the war one 
divisional manager of General Motors — a model employer 
with very good welfare and training facilities for his 
workers — almost turned down an ofii r from the Army to 
bring to the plant one of its big bombers for wliich the 
division was producing several hundred vital but small 
parts. It seemed to him not only a waste of time that 
would be better spent on production, but also without 
interest to the workers. To his amazement, this visit 
created the most intense excitement among the workers 
and resulted in an almost unbelievable increase in morale 
and productive efficiency. It was not, however, the story 
of the exploits of the bomber in combat which made this 
impression but the interest of the bomber’s maintenance 
crew in the production of the plant. It was from the 
maintenance crew that the workers first learned what the 
parts were which they had been producing for two years, 
where they were used in the bomber, and how important 
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they were. It had never occurred to management to 
inform the workers of such elementary facts; nor had it 
ever occurred to management that knowledge of these facts 
might have any effect on worker morale and productivity. 
The manager has himself concluded from this experience 
that it is his most important reconversion job to establish a 
relationship between the workers and their peace-time 
product as close and as satisfying as that established by the 
bomber visit. 

The third lesson for post-war policy that is to be found in 
the war experience is the extent to which in our pre-war 
economy we let go to waste that most precious of all 
creative assets, human inventiveness and imagination. 
The war-time suggestion plans aimed at improving 
technological efficiency by providing a mechanism for 
workers to make suggestions, and by rewarding them for 
successful suggestions. They were a real help to war 
production wherever new products or new processes had 
to be developed. And even in plants which continued 
pretty much on their pre-war basis, they were a tre- 
mendous success as far as the interest of the workers was 
concerned — proving again the fallacy of the argument that 
the worker i'; interested only in his pay cheque and not in 
his work. 

In the one year 1944 the 400,000 employees of General 
Motors made more than 115,000 written suggestions for 
improvements. Even taking into account the emotional 
stimulus of the war and the fact that — in contrast to the 
carefully planned peace-time production — there was much 
room for improvement in the hastily improvised and 
continually changing production of war goods, the total of 
suggestions is stagg( ring. And it should not be forgotten 
that for every suggestion made in writing there was 
probably another made orally and without a record, 



BIO BUSINESS 


lyu 

and another which a worker meant to make but never did. 

At the same time only one quarter of the 115,000 
suggestions made — some 28,000 — were usable, the rest 
were useless. Divisional managers on the whole leaned 
over backward to acc(pt suggestions; all suggestions were 
carefully investigated by a committee of plant executives 
who had instructions to use as many suggestions as 
possible. A worker did not have to have the answer for his 
suggestion to be accepted; it was sufficient for him to have 
had the germ of a usable idea. Yet, three quarters of all 
suggestions could not be used. That the great majority of 
workers had not learned enough about the plant to 
understand their own work, shows that the plant does not 
offer them adequate facilities for learning, just as the 
number of suggestions made proves that they want to 
learn and arc eager to take an active part. 


Where to Begin? 

There are three conclusions to be drawn from this 
analysis of the war-experu nee. The main job lies in the 
field of imagination and attitudes — on the part of manage- 
ment as w< 11 as on that of labour. The best place to start 
arc such non-controversial, purely technical fields as 
working methcxls, products and community life in the 
plant. Finally it must be realized that, at present, we do 
not know enough to treat tlie problem itself; we can only 
doctor the symptoms. But while such “social gaclgeteer- 
ing” will not solve any of the problems it may give both 
management and labour the imagination to work on the 
problems themselves — imagination they lack at present. 

There arc sev( ral areas in which work — even though 
only “gadgcteering“ — seems possible: The one in which 
important results might be achieved fastest is clearly that 
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of the imaginative use of mass-production methods. For 
work in this area requires precisely the technical imagina- 
tion in which modern management excels. Not that 
results will come fast. In the reconversion period most 
plants arc going back to the orthodox metliods used before 
the war; and we would not want them to do otherwise as, 
during this period, our first consideration must be 
maximum speed and maximum employment rather than 
experimentation. Also, there are a good many processes — 
the final car a«;sembly is one — where the orthodox assembly 
line will remain the only efficient method of production. 
But because industrial managers arc trained to think in 
terms of cost per unit, the imaginative application of mass- 
production methods with its promise of greater efficiency 
may come more easily to them than work or thought not 
directly related to costs. For this reason we need a 
systematic evaluation of the haphazard, almost accidental 
developments of the war period, and a sound and con- 
sistent theory of the mass-production concept. Listening 
to engineers and production men talking about their 
experiences with mass-production methods — many of 
them quite oblivious of the fact that they were actually 
doing new things — I was struck again and again bv the 
need for a new theory of mass-production technology, 
more or less a complement to Frederick Taylor’s famous 
studies but with the focus on tlie individual worker rather 
than on the individual manipulation. 

In the relationship between worker, product and plant 
— the second area in which constructive work is possible — 
we should try to attain in peace-time the same identi- 
fication with the product and the interest in it that were 
the result of patriotic fervour and of the glamour of war 
production. Admittedly, to turn out hinges for automobile 
doors is le.ss dramatic than to turn out the same hinges for 
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aeroplane cockpits. Yet even work on ordinary door 
hinges is more satisfying and more meaningful to the 
worker if he knows what the product is, what it is being 
used for and how it is being made. Not that we should 
make the worker into an expert engineer or a production 
man; but it is unnecessary and demoralizing that so many 
workers in the modern plant know neither how’ their 
machine works noi what mass production is. 

This is not the place nor am I competent to discuss the 
techniques of this new job of labour relations. But it is 
fairly obvious that they would have to be based on a 
complete reversal of what normally — and wrongly — is 
considered the basis of such relations: to tell the worker 
what he is supposed to be wanting to know. The basis 
must clearly be a willingness to listen to the worker in 
order to find out what he really wants to know, and what 
he does or does not know'. For this purpose the unusable 
majority of workers* suggestions for technical improve- 
ments might be used. For “worthless” suggestions should 
tell a great deal about the worker’s w'ants, needs and 
desires. The very fact that a suggestion has been made, 
attests not only to the w^orker’s interest in his job but also to 
his f(‘eling that the job is not done as we ll as it could be. 
And because every suggestion is concrete and arises out of 
the worker’s own experience, conversation, demonstration 
or instruction based on it is directly relevant to the 
worker, in marked contrast to leaflets, speeches or 
“educational literature”. For this reason alone, ever>’ 
effort should be made to retain the suggestion plan in 
peace-times. 

This is generally accepted. Yet few suggestion plans 
have ever been really successful in peace-times. There are 
two major obstacles: 

First there is the foreman’s attitude toward a plan under 
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which his subordinates are expected to make suggestions 
for better working methods. During the war when most of 
the products and processes were nev and untried, it was 
easy for the foreman to admit that the workers under him 
knew more or l>ctter than he himself; for nobody knew 
much about the product or the process at the start. In 
peace-time, however, the average foreman is apt to resent 
it as criticism of his efficiency and ability if one of his 
workers is able to suggest an improvement which had 
escaped the foreman himself. In the past this lias been a 
serious problem. Perhaps the answer would be to have the 
foreman himself benefit financially from successful 
suggestions for improvement made by members of his 
department. 

Much more difficult is the reluctance of workers to 
suggest an improvement which will make production more 
efficient and thus deprive fellow workers of their employ- 
ment. During the war, when every plant could use more 
people than it could get, this was a comparatively minor 
problem. Even so, employers found it advisable to 
compensate workers affected by an improvement suggested 
by one of their fellow workers; otherwise, even under war- 
time conditions, there would have been terrific pressure 
against such improvements as contrary to the interests of 
labour. In peace-time, as all past experience has shown, 
this pressure tends to become so heavy as to make it 
virtually prohibitive for any worker to suggest an im- 
provement. Obviously this is intimately connected with 
the problem of full employment. But even in very good 
times there is an apparently irreconcilable conflict 
between the worker’s desire to show his ability, and his 
loyalty to his fellow workers. However much this loyalty 
may be deplored by the theoretical economist who holds 
that labour in the long run will benefit most from 



BIO BUSINESS 


*96 

technological advance, it is not only an ineradicable, it is a 
commendable attitude. 

To resolve this conflict several industrial plants have 
tried to eliminate the features which make a successful 
suggestion appear a threat to the plant community. One 
accessory division of General Motors which for twenty 
years has operated a suggestion scheme with good success 
promises that for a considerable period no suggestion will 
lead to decrease in employment or to an increase in the 
number of pieces each worker on the job is supposed to 
turn out per dollar of pay. A successful suggestion thus 
means higher production but also higher pay for all and 
unchanged employment — at least for a considerable 
period. But w'hile this minimizes the conflict, a resolution 
can only be reached if we succeed in enlisting the worker’s 
loyalty to his fellow workers on the side of the suggestion 
plan, that is, if we make the individual w orker's suggestion 
profitable and advantageous for the plant community. 

This is the principle on which Soviet Russia has been 
running its industrial suggestion plan which is the perhaps 
most successful feature of the Russian industrialization 
drive. We might well study seriously the Russian policy 
which sets aside half of the savings resulting from a 
suggestion during the first twelve months for such services 
to the plant community as housing, a plant hospital or a 
plant school. However, the forms in which the workers of 
a Russian plant benefit from a suggestion made by one of 
their number could hardly be adopted in this country; 
they arc straight paternalism. But it might be eflictive to 
use part of the savings resulting from a suggestion to 
insure the plant community against the three things the 
modern woikcr fears most, chronic sickness, old age and 
unemployment. Such insurance funds would not put the 
worker and his private life under the paternalist control of 
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his employer; and they might well be supervTsed by'' joint 
labour-management boards. The chronic-sickness pio- 
visions would probably be restricted to cases not covcicd 
by the ordinary sickness and accident insurance in force 
in plants to-day, but to those rare but particularly dreaded 
cases of iminsurablc chronic illness which stop a man’s 
earning power completely. These suggestions may be 
entirely impractical or ineffectual. But they^ indicate how 
the problem could be tackled. 

Sugg(‘Stions, while the obvious, arc not the only means 
to enlist the w'ork( r’s active participation in his w'ork, and 
to promote his understanding of the plant and of his place 
in it. Our experience indicates that wt might make him a 
party to the hwing out and planning of the job he himself 
is doing. We have mentioned several instances where this 
was done during the war, for instance, in the production of 
carbines at a plant normally making steering gears. Of 
course, the worker w^^uld not and could not actually plan 
more than the details of his job. The main responsibility 
for production and processes must alw'ays remain in the 
hands of trained men. But the man on the machine could 
find out for himself what it is that has been worked oat for 
him and why. And he could, by working through the 
process under an instructor, fit the job to his own best 
speed and rhythm. Thus he might not only derive much 
greater satisfaction from his work but might become 
capable of seeing his own job from the management’s 
angle of vision. 

At the same time, an attempt should be made to satisfy 
the worker’s interest in the business that employes him. 
The need for this has been recognized increasingly during 
the last decade or so, which has led to such things as the 
publication of annual “reports to the employees” which 
try to give all the facts management believes to be of 
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interest to the worker. As far as I can see most of these 
reports fail because they are transparent and rather inept 
propaganda and because they are condescending and 
written with a “papa-knows-best” attitude. WTiat is 
needed is a serious and adult effort to supply the answers 
the worker w'ants to know% instead of gi\ing him the 
answers management expects him to want to know. In 
any event the questions should come from the worker. 

But measures and policies to give the worker a relation 
to his work or an understanding of it, in short psy- 
chological satisfaction, while essential, are not enough. 
Feeling, knowledge, understanding, satisfy only if they can 
express themselves in initiative and responsibility, that is, 
in doing. Without the reality of active participation, 
psychological satisfaction will not only be ineffective, it 
will boomerang and become the basis of even greater 
frustration. Not to have seen this was the fundamental 
weakness of indusf ial paternalism and the chief cause of 
its fall. In order to give the worker industrial citizenship, 
status and function in an industrial society, a determined 
attempt will have to be made to give liim initiative and 
responsible participation. 

There is another reason why such an attempt seems 
particularly important: it is the most direct w'ay to better 
labour relations. No one who has ever participated as an 
outsider in the settlement of a labour dispute can have 
failed to notice that one important cause of the trouble is 
mutual misunderstanding. The so-called issue is usually 
nothing but a surface phenomenon; the real issue arises 
very often out of a failure of management to imagine what 
goes on in the minds of the worker, and a failure of labour 
to imagine what management is after and why. A shrewd 
and experienced labour arbitrator once put it: ‘T never 
attempt to settle the apparent issue; I always try to make 
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each side sec why the other one has raised the issue at this 
point. Once they understand that, they can almost always 
settle the issue themselves.” This of course overlooks tlic 
fight for power behveen labour and management that so 
often hides behind grievances and wage demands. But it is 
true that it is not the issue that counts but the bitterness 
behind it, which in tiu*n is frequently caused by narrow- 
ness of imagination and understanding. The measures we 
have been discussing so far would, if successful, give 
management that understanding of the worker’s angle of 
vision which it lacks to-day. But it is also necessary that 
the worker understand the management’s job and its 
angle of vision. To-day that may perhaps be even more 
important than that management understand the worker. 
Otherwise labour will neither respect nor support the 
managerial function; and modern industry, which is based 
on organization, cannot work unless management is left 
respected and undisturbed in the exercise of its job. The 
best w'ay in which the worker can acquire the understand- 
ing of what management is, what its functions, its prob- 
lems, its rationale and rationality are, is through the 
piersonal cxpHiriencc of initiative and responsibility. To 
promote it would be a major contribution to industrial 
peace. 

Hence, though difficult, the attempt should be made to 
bring the worker into the administration of the community 
services of tlie plant that are run for his benefit. It is 
doubtful whether management is not to-day doing far too 
much for the worker, instead of letting him do it for 
himself. An example of the damage that can be done by 
such well-intentioned paternalism was given in one 
General Motors division, where Red Cross and War Loan 
drives were started within the plant by individual workers. 
Unthinkingly, management took these drives away from 
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the workers and entrusted them to professionals in the 
penonnci dc partment. The professionals undoubtedly did 
a much better job and raised much more money than the 
workers themselves would have done. Yet, they dcpiived 
the worker of the satisfaction of himself doing something 
for himself, and thus created real resentment in the plant. 
It shows how hard it is for management to understand the 
human problem, that this resentment not only surprised 
the divisional executives but also w'as interpreted by them 
as yet another proof of the perversity of labour. 

It must be possible to run such services as accident 
prevenlion, the cafeterias, the health ser\ace, or, in places 
where women work, the day nurseries wath the active 
participation of the worker, if not to entrust them entirely 
to committees of workers and foremen. This w^ould 
provide an outlet for the desire of recognition among the 
workers which to-day finds satisfaction only in union 
activitif s, if at all. It would give a good many w^orkers 
manageiial (xpericnce. It would also lx: a .step tow^ards 
making the plant a community in which people live a 
meaningful life, with a status and function in their 
community. 


The Wage Issue 

All these arc admittedly palliatives rather than real 
remedies. Even tliough it will be hard enough to work out 
any one of these ‘‘social gadgets” all of them together, 
working successfully, w'ould at Ix^st prepan' the ground for 
attempts at real solutions. And even this effect will not be 
achieved unless the wage issue is eliminated from in- 
dustrial relations as a source of poisoning and bitterness. 

In the traditional discussion, “labour relation” arc often 
assumed to centre on the wage issue. To show that this 
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view IS mistaken has been one purpose of tliis study. 
Actually, the wage issue is, properly speaking, an ex- 
traneous issue. Wages arc determined not by the policies 
of labour and management but by objective economic facts 
of productive efficiency of labour, price for the product 
and size of its market at a given price. This means tliat 
wages are capable, by and large, of being determined 
objectively; they should not and need not be a contentious 
issue. 

In the reality of to-day, however, the wage issue is a 
contentious issue, and one which constantly generates 
bitterness and stirs up strife. It is also a fact that no 
constructive social action is possible within the plant as 
long as the wage issue sets management and labour against 
each other at every step. The strike against General 
Motors, for instance, which was called just as this book 
went to press — November 1945 — seems likely to undo all 
the constructive social lessons of war production on both 
sides. True enough, the real issue oi this strike is not 
wages; both sides would have been perfectly willing to 
settle for a w^age increase somewhere between the thirty 
per cent demanded by the union and the ten per cent 
offered by the company. The real issue is the demand of 
the union to be ceded a share in determining the com- 
pany’s profit margin and its pricing, that is, a share in 
management. Yet the strike would never have occurred 
had the wage issue been solvable on a non-contentious, 
that is, an objective basis. 

There is only one objective basis for wage rates: the 
productive efficiency of the worker. The worker can be 
paid only out of what he produces; his wage is a part of the 
unit costs — the largest part, normally — and must come out 
of the unit price. Any increase in wages that docs not 
come out of an increase in productivity is not only 
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deceptive; it is harmful to the worker liimsclf. It either 
penalizes liim directly by narrowing the market for his 
product, or it penalizes the consumers, that is, die workers 
in othei employments who are forced to pay higher prices. 
Hence only productive efficiency can give us a basis for the 
determination of w’ages that is both just and workable. 

It will be by no means easy to work out a system under 
which wage rates are objectively determined by productive 
efficiency. Apart from the difficulty of obtaining reliable 
data, there is the big problem of how improvements in 
efficiency arc to be divided between the worker and the 
consumer, that is, between higher wages and lower prices. 
But since this, in the last analysis, is a decision between the 
worker’s interest in a higher rate of pay and his interest in 
greater and more stable employment, the problem should 
be solvable on the basis of such objective data as the 
elasticity of demand for a product and its competitive price 
position. It is encouraging that some of the most re- 
sponsible union leaders, such as Harold Ruttenberg of the 
Steelworkers, have lately shown willingness to accept wage- 
determination on this basis. 

Much more difficult will be the decision how to divide 
the gains from increased efficiency between wages and 
profits. Since it is, after all, management whose efforts are 
usually alone responsible for any increase in productive 
efficiency, profits certainly deserve a major share. Also, 
we want to make it w'orth while for management and 
owners to exert themselves and to risk their capital as well 
as their efforts. Hence the least the employer is entitled to is 
tlie difference between the rate of efficiency at which his 
plant opx'ratcs and the average efficiency of the industry. 
But the premium on managerial efforts might well have to 
be a good deal higher. How^ever, net profits are so small in 
relation to the total wage bill of modem industry that they 
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really arc of very little interest to laboni, except as a 
propaganda issue. 

An objective basis for wages in productive eflSciency 
would be incompatible with “collective bargaining”. But 
surely collective bargaining has not achieved what its 
advocates promised — industrial peace. Collective bargain- 
ing, that is, bargaining between equally strong partners, 
is certainly jus ter than one-sided dictation; and the present 
law is thus an improvement ovci former conditions even 
though it largely replaces the former excess power of 
management by an excess power of labour. But unless two 
contending parties of equal weight have a principle of 
decision in common, their bargaining is not likely to end 
in peace and harmony but in deadlock, frustration, 
mutual recrimination and bitterness — precisely what we 
are having now. Compare with this the amazing results 
of our w\ar-time policy. The War Labour Board was a 
makeshift agency, and the “Little Steel P'ormula” was 
absurd and arbitrary as a basis for decisions. Yet, war- 
time labour policy was highly successful simply because the 
“Little Steel Formula” gave an objective basis for 
decisions. 


The Annual Wage 

As important as basing wage rates upon productive 
efficiency — and much easier of attainment — would be the 
elimination of the conflict between labour and manage- 
ment on what “w'ages” arc. 

To management wages mean the amount of money paid 
out to workers for each unit produced; it is inevitably a 
part of unit cost. For the individual unit is what the plant 
produces and what the consumer buys; the plant does not 
seil its “output” but individual boxes of matches, 
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mattresses or automobiles. Hence for management wages 
— the only wages that matter — are the wage per hour 
or per piece worked. 

But to the worker wages are necessarily the total 
amount he receives at th** end of the week or in the couise 
of a year. They arc the source of his family income out of 
which he pays for food, rent, clothing and education, all of 
which are permanent exf>cnses. He is primarily concerned 
not w'ith wage rates — what he receives per hour or per 
piece — but with wage income. Hence management and 
labour talk of two clifTerent things when tliey talk of wages. 
And a great many wage disputes which are nominally 
fought over hourly or piece rates are really fought over the 
wage income. 

If the worker to-day, with few exceptions, lacks the 
imjigi nation to sec the connection between wage and 
productive efficiency, management as a whole lacks the 
imagination to see wage as the source of family income. It 
also does not see that to the worker wMgc income is much 
more impoitant than wage rate, and that he can only be 
willing to settle questions of wage rates on an efficiency 
basis, if his wage income is assured. 

It should be possible without too much difficulty to 
settle this conflict without abandoning the principle of 
w'age rate as a part of unit cost wiiich no management — 
capitalist or communist — could ever abandon. And it 
would be to the supreme interest of American industrial 
management to-day to work out such a solution right 
aw av; for otherwise it is fairly certain that the government 
will, during the next few years, impose annual-wage plans 
on industry without, necessarily’, paying much attention 
to the necessities of industrial production. 

To b-" satisfactory a guaranteed-w’age plan neither 
should nor could include all wwkers. But if such a plan 
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were confined to men witli a few years’ seniority in the 
plant — usually the older men with families who most need 
a predictable income — it would satisfy the workers. And 
in very few companies does the number of men with more 
than four or five years of continuous service exceed the 
number the company would employ anyhow even in a 
depression. Also it is neither necessary nor possible to 
guarantee fifty-two weeks of paid work in the yi ar. If the 
worker knows for sure that, saving catastrophes or offences 
on his part, he will receive two-thirds of a full year’s pay, 
he can budget. If wc assume that iwo-thirds of .all men 
have the necessary security — a generous assumption — 
such a guarantee of two-thirds of the full wages would 
amount to a commitment for less than half of normal 
labour costs. Even in 1932, the worst depression year, 
most industries worked more. 

The guaranteed wage raises very difficult problems for 
companies owning more than one plant which normally, 
in case of depression, shut down one or several plants 
altogether and concentrate production in the remainder — 
for very good reasons of efficiency and cost. It also raises 
serious difficulties of computing pay foi work done in 
excess of the guarantee, of adjustment for seasonal 
fluctuations, etc. And in a really severe depression the 
scheme might break down in some industries; an escape 
clause releasing the company from its guarantee should 
orders fall below a certioin point — such as fifty per cent of 
normal — will have to be included in every guarantecd- 
wage plan. But a bridge over the gulf between “wage” as 
part of unit costs, and “wage” as the source of family 
income will have to be built. Otherwise wages will always 
remain an issue dividing management and labour. And 
only if wages are eliminated as a perpetual source of 
disturbance can we ever hope to come to grips with 
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the fundamental problems of social life in an industrial 
society. 


Conclusions 

We can definitely state that collectivism — whether state 
socialism or state capitalism — is not the answ'er to the 
basic political problems of industrial society. Indeed it has 
no relevance whatsoever. State-ownership or state- 
management of industry would in no way result in a 
realization of equal opportunities or of self-fulfilment for 
worker or foreman. The problems to be solved arc not 
problems of ownership or of political control. They are 
problems of the social organization of modern technology. 
And there is absolutely nothing to indicate that a state- 
owned or state-controlled economy would possess any 
characteristics, would have any scheme of social order 
that would promise a speedier or a better solution of these 
essential problems of modern industrial society.* 

Indeed this shows very clearly in the actual develop- 
ments in all countries that have adopted a collectivist 
order. Evcry\^’here — whether in Soviet Russia or in Nazi 
Germany — collecti\ism promised to give citizenship to the 
members of industrial society'. Ever^'wherc it failed to 
make good this prom’se. The worker in a Soviet TriLst or 
in a Nazi armaments plant is much less related to his 
work, much more of a mere cog than the worker in the 
most mechanized, most dc-humani/xd American plant; 
and he has far fewer chances of advancement in the plant. 

• It is ver>^ interesting in this connection that in the Soviet Union 
to-day. the industrial managers and planning officials, who together 
account for a large part of Communist Party membership, have come to 
the conclusions that “socialism" means simply state ownership, and that 
any discussion of the traditional question of a “classless society" or of 
the status and citizenship of the worker is pointless, if not outnght 
seditious. Bienstock et al., op cit 
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This failure has forced all collectivist experiments to seek 
the fulfilment of their promises of citizenship outside of the 
industrial sphere. The Nazis tried to organize all society 
on the non-economic pattern of tlie armed camp. The 
Russians attempted first to give social meaning to the 
individual through the concept of “permanent re- 
volution”, and to cieatc opportunities for advancement in 
the party bureaucracy; later they have been substituting 
for the citizenship in an industrial society they cannot give, 
the emotional satisfaction of nationalism, of building up 
the “Socialist Fatherland”, or of fighting a “Holy War”. 
These experiences show clearly that the attempt to solve 
the basic political problems of modern industrial society 
through collectivism must lead to a pseudo-solution which 
is by its very nature unstable such as the ai med camp or 
the emotion of a patriotic war, and which is likely to block 
the way to any real solution. 

The final conclusion from our diagnosis is that a 
solution of the problems of equal opportunities and of 
citizenship in industrial society is in the interest of the 
large corporation itself 

There is little need to expand on this as far as the 
foreman is concerned. The foreman is the first line of 
management and anything that makes him stronger, more 
satisfied in his job and prouder of his responsibility 
strengthens management altogether. Also the foreman 
group constitutes the largest reservoir of potential exe- 
cutives at the disposal of the large corporation. To 
utilize this reservoir to the utmost, that is to give the 
foreman the maximum of opportunities, is clearly in the 
best interest of the corporation. 

The same holds true for the worker. Altogether any 
policy that aims at making available to tlic corporation 
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the ability and drive of the workers must result in greater 
efficiency and productivity. To find the able and am- 
bitious men in the ranks for promotion to supervisory 
positions or, as in the suggestion plan, to enlist the active 
participation of the worker in improving the efficiency of 
production and organization would strengthen the 
corporation noticeably. As a matter of fact, any other 
policy would be harmful to the large corporation. Faced 
with an ever-growing need for executives and engaged in a 
technological and efficiency competition which is be- 
coming fiercer all the time, the corporation simply cannot 
afford to deprive itself of the intelligence, imagination and 
initiative of ninety per cent of the people who work for it, 
that is, the workers. It can neither afford to reserve its 
executive positions for that small minority that managed 
to get a college degree; there simply arc not enough good 
people with degrees around to satisfy the demand. Nor is 
it compatible with the interests of the corporation to give a 
small group of professionals — such as process engineers — a 
monopoly on technological advance. These experts have 
to supply the leadership; but the more the individual 
worker considers technological improvement as his 
concern, the stronger will the corporation be. And few, if 
any, would question that the satisfied worker, secure 
emotionally in his relationship to his product and his plant, 
is a better, a more efficient, a more productive worker, let 
alone a more co-operative one. 

A question might be raised however over the suggestion 
to give the worker actual management experience by 
entrusting to him a share in the running of the com- 
munity services within the plant. Frightened by the 
attempts of some unions — notably the United Automobile 
Worker's — to take over plant management, a good many 
industrial executives feel to-day that any participation of 
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the worker in management within the plant, will lead to 
encroachment and to an usurpation of legitimate manage- 
ment functions by organized labour. 

There can be no doubt that such union attempts 
constitute a severe threat to the functioning of industry. 
Without a unified management, organized under one 
authority and accepting one and the same criteria of 
success and the same focus of allegiance, industry simply 
could not function — in Soviet Russia as little as in 
Cleveland, Ohio. Hence there can be no participation of 
the worker in the management of the business which, in 
the w^orker’s owm interest, must be in the hands of trained 
executives w'orking for the business, and not for the union 
or for the government. But no such argument holds 
against the participation ofwwkers — pn ferably not union 
officials with their divided allegiance — in the management 
i)f the services w^hich are only incide ntal to production 
proper. Any plant has a considerable number of those. 
And to make workers responsible for their proper running 
should give the men on the macliines some of the under- 
standing of the functions, motives and problems of 
management on which a free enterprise depends and 
which is almost entirely absent to-day. 

The benefits the corporation w'ould derive from the 
successful solution of the prol)lem of the worker’s in- 
dustrial citizenship could not always be expressed in 
dollars and cents or measured by a cost accountant. 
Nevertheless they are real and tangible. It may well be the 
most important domestic result of this war to have 
made industrial management aware of this and conscious 
of the fact that the corporation is not only an economic 
tool but a social institution. 


To understand that the modern large corporation is the 
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representative institution of our society; that it is above all 
an institution, that is, a human organization and not just a 
complex of inanimate machines; that it is based upon a 
concept of order rather than upon gadgets; and that all of 
us as consumers, as workers, as savers and as citizens have 
an equal stake in its prosperity, these are the important 
lessons we have to learn. To make it possible for this new 
social institution to function efficiently and productively, 
to realize its economic and social potential and to resolve 
its economic and social problems, is our most urgent task 
and our most challenging opportunity. 



CHAPTER FOUR 


ECONOMIC POLICY IN AN 
INDUSTRIAL SOCIETY 


I 


The “Curse of Bigness" 

We can define the relationship between the corporation 
and society in several ways. We may say that legally the 
corporation is a creature of the state, endowed in the 
interest of society with legal existence, legal rights and 
privileges. Or wc may use the terminology of the political 
analyst and talk of the corporation as an institution of 
organized society which has to fulfil basic social tasks. Or, 
economically, we may talk of the corporation as the unit in 
which our industrial resources arc organized for efficient 
production. Whatever the terminology, the large cor- 
poration is a tool and organ of society. Henc(‘ society 
mast demand of the corporation that it be able to dis- 
charge the specific economic functions which are its raison 
d'itre. This is an absolute, a supreme demand — as absolute 
and supreme as the demand tliat the corporation meet the 
necessities of its own functioning and survival. 

How do these two absolute commands relate to each 
other? Is there conflict or harmony between the demand 
for efficiency in terms of corporate functioning and the 
demand for efficiency in terms of functioning, stability and 
prosperity of society? Clearly, a functioning free-enterprise 
society can only exist if the two sets of requirements can be 
satisfied by one economic policy. If the economic policy 
needed in the interest of society were in constant conflict 
with an economic policy needed in the interest of corporate 

2II 
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functioning and efficiency, we would have perpetual, 
paralysing friction. 

There arc, broadly speaking, three aspects under which 
this intcrdcj>cndcncc can be discussed: 

What is the relation between the requirements of social 
stability and the structural requirements of the large 
corporation? Is the surv^ival of the corporation which 
dominates its internal policy, in the social interest or 
contrary to it? And what about the specific policies that 
follow from the survival interest of the corporation? Here 
we shall analyse corporate policies for their effect on 
social stability; in this area also belong the questions of 
monopoly and of the social effects of “bigness”. 

The second aspect is that of the relationship between the 
corporation’s criterion and yard-stick of institutional effici- 
ency, profit, and society’s criterion of economic efficiency, 
maximum production at the lowest cost. Is there a 
conflict between “production for profit” and “production 
for use”? Wluit about profitability as a criterion of 
economic action, and the “profit motive” as an incentive? 

Finally, then' is the question whether the free-enterprise 
system, an ecfinomy based on politically uncontrolled 
corporation^, motivated by the desire to make profits, and 
regulated by a < ompetitive market, can satisfy society's 
demand for stable, expanding employment — politically 
the most important question to-day. 

The Stakes of Society 

Wliatever its social beliefs, modern industrial society 
must organize its economy in the large units of Big 
Business. Whatever contributes to the stability, survival 
and efficiency of these units, contributes directly to social 
stability and efficiency. 

On the whole, this is so obvious as to require little 
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amplification. Society has as much of a stake in the 
solution of the leadership problem of the modern cor- 
poration as the corporation itself. Any advance the 
corporation may make in discov'cring and developing 
talents and abilities within its organization directly 
benefits society as it finds immediate expression in mor<' 
efficient production. Just as vital is the stake of society in 
the development of a responsible, well-trained and well- 
tested top management and in the provision of an orderly 
method of succession in industry. Society stands to lose as 
much as the corporation from the failure of an improperly 
prepared and insufficiently tested big-business manager; 
for the decline or collapse* of one of our large corporations 
would threaten the stability of the entire economy. Even 
greater is the danger inherent in a haphazard or arbitrary 
scheme of succession. In fact, we may expect society to 
demand of all our big businesses that they institute a 
rational recruiting and testing system for top leadership 
such as is provided for example by the policy of de- 
centralization. Social and economic stability in this 
country to-day is gravely threatened by the existence of a 
few very big corporations that depend entirely upon one 
rapidly ageing man, without independent associates or 
tested lieutenants able to prevent a precipitate de cline or 
disintegration of the business in the event of his death. 

Harmony also exists between the interest of society in a 
clear and carefully planned corporation policy and the 
interest of the corporation itself. If the corporation dexrs 
not have a clear policy and a definite organ of policy 
decision, its actions and behaviour become unpredictable. 
This must introduce elements of insecurity into economic 
life which directly threaten social stability. Society has 
an overriding interest in predictable pricing policies, 
predictable employment and personnel policies and 
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predictable business practices, which can be obtained only 
through managerial policy decisions. 

Also, society, even more than the corporation itself, has 
a direct interest in the objective yard-sticks which measure 
success and failure of corporate decisions and actions. 
Without such objective yard-sticks mistakes might go 
without correction till they endanger economic prosperity 
and employment. Without them we would also lack the 
means to judge efficiency and to distribute rewards and 
recognition on an impersonal basis; and nothing would 
tend to disrupt social and political life more than to make 
rewards and recognition in the economic sphere depend 
upon political favour or personal decision. Management 
would become subordinated to personal ambition and 
factionalism instead of to the interest of efficient pro- 
duction. It is no accident that in Soviet Russia, which has 
deprived itself completely of the most impersonal yard- 
stick of economic achievement, the competitive market, 
cost accounting has been elevated to top rank among the 
social sciences. 

We have, however, to say a few words about the interest 
of society in the survival of the corporation and of its 
organization. To-day we arc conscious of this interest, but 
our consciousness is of very recent origin. Traditionally it 
had been held that society has no stake in the survival of 
the corporate organization, and that indeed any policy 
aimed at perpetuating corporate identity and uniu- is 
contrary to full economic efficiency. 

This traditional view was a result of the pre-industrial 
mentality of classical economics which saw in the in- 
dividual trader doing business alone and for his own 
account on a day-to-day basis the model of economic 
activity. Of course, this individual trader — the jobber in 
the stock market was clearly the example Ricardo had in 
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mind — cannoi luncuon except iii a most elaborate 
economic institution, the modern market. But assuming 
the market to be “natural", tlie classical economists could 
indeed not only overlook the importance of organization 
in the economic process, they could come to the con- 
clusion that any attempt to maintain an economic 
organization is contrary to best economic cfiiciency. 

In an economy based upon industrial production, the 
organizadon of the productive resources is not only a 
prerequisite; it is itself an essential resource. Traditional 
economics knew three factors which must be combined to 
obtain production: Labour, raw materials and capital 
equipment. But the simplest industrial operation requires 
a fourth one, managerial organization. This fourth factor 
has become the most important one in modern mass 
production and the only one for which there aic no 
substitutes. We can replace one raw material by another, 
substitute manual labour for machines and vice versa. 
But organization is irreplaceable. Under modern in- 
dustrial conditions it is the one resource that must be 
carefully conserved in the interest of society. We may 
express this economically in the concept of the “going 
concern" which has an infinitely greater economic value 
than the sum of its parts. Or we may use social terms and 
stress the fact that the organization of human resources 
cannot be improvised. The fact remains that society has 
an overriding interest in keeping alive the integrated 
producing unit. 

This does not mean that any and every big business is a 
unit whose survival is in the interest of society. There can 
be, and undoubtedly there are, many corporations which 
arc not efficient and integrating producing units. Some of 
them arc conglomerations of several efficient units in the 
survival of which society has an interest, though there is no 
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social necessity to preserve the present corporate structure. 
This, of course, was the contention of the drafters of the 
Public Utilities Holding Company Act who asserted that 
it was in the interest of the sur\'ival and efficient function- 
ing of the actual unit, i.e., the producing company, to be 
freed from dependence on the socially and economicalh 
unproductive unit, the holding company. 

Or, an individual corporation may be an efficient 
producing unit only as part of another corporation. It is 
an independent corporation in name and law but only a 
subsidiary in social reality. Society would then be 
interested solely in maintaining the integrity of the 
complex of corporations which together make up a 
productive unit rather than in maintaining the corporate 
integrity of one corporation. A good example of this is the 
legally and financially independent railway company 
whose track is leased to another railway and forms part of a 
unified system. It is symptomatic that in railway re- 
organizations the legal rights of this formally indejx*ndent 
organization are regularly subordinated to tlie mainten- 
ance of the entire system as a functioning unit. These 
qualifications do not, however, create any conflict 
between the survival interest of the corporation and the 
interest of society in the survival of the corporation; for it 
as much to the interest of the corporation to bo an 
integrated producing unit as it is to the interest of societv 
to maintain an integrated producing unit. 

It can be said that in actual economic policy we have 
been striving to maintain intact the producing unit of the 
corporation ever since the beginnings of modern industry; 
that at least is the interpretation of traditional monetary 
policy given in one of the most brilliant analyses of 
economic policy.* Up to the great depression, however, 

* Karl Polanyi, The Great Transformation, New York, 1944 
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this parallelism between the sui^'ival interest of the 
corporation and the social interest of society in the 
survival of the producing unit was more felt than under- 
stood; the policies adopted to the end of corporate survival 
were usually regarded as concessions to political pressure 
rather than rightly in the interest of society. Since 1929 
we have learned that no society can afford to jettison its 
basic producing unit — in this country, the large cor- 
poration, which has to be defended against international 
as well as internal economic forces. This is very largely the 
meaning of th( new monetary policies which, by divorcing 
the domestic structure from the fluctuations of the 
international system, guarantee the producing units 
against disintegration through international deflation. 
This is also the meaning of the policy of government 
subsidi<‘s which was independently inaugurated in all 
industrial countries at the onset of the depn'ssion — in the 
United Slates through the Reconstruction Finance 
Corporation — as well as the purpose of the radical revision 
of the bankruptcy laws in all industrial countries. 

This new n alization of the social interest of organized 
soci(‘ty in the survival of corporate identity and pro- 
ductive integrity poses difficult problems of economic and 
political organization. It is not compatible with the 
traditional tenets of international monetary organization 
and the traditional concepts of international trade. It 
may even be said that we to-day tend to over-emphasizc 
society’s interest in the survival of the corporation at the 
expense of other equally important social intcTcsts. This 
does not, however, concern us here. For our purpose in 
this book, the agreement between the corporate necessity 
of survival and the social interest in this survival is the 
important thing. 
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* Karl Polanyi, Thf Great Transformation, New York, 1944 
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Is Monopoly in the Corporate Interest? 

The assertion of the social imf)ortance of corporate 
stability and survival raises at once the issue of monopoly. 
Traditionally a monopoly position has been regarded as 
the best safeguard of the corporate survival; indeed, the 
nineteenth centur>^ theory of monopoly rested squarely on 
the assertion that the self-intere^^t of any l:)usiness wall force 
it to seek a monopoly position. Yet, a monopoly, by 
definition, is anti-social; its purpo‘^e is to satisfy the 
interests of the monopoly-holder at the expense of society, 
and to reward him for producing less at higher price. 

Many attempts have been made, especially during the 
last tw^o decades, to claim that monopoly is socially 
Ix ncficial. The most sweeping of these attempts was the 
National Recovery Act (NRA) in the first years of the 
New' Deal w'hich d( maiided the conversion of all American 
industry into compulsory monopolies in the interest of 
social .stability. To-day several British industrial as- 
.s(x:iations — notably the British Iron and Steel Federation 
— and a good many labour unions on both sides of th(‘ 
Atlantic are arguing along similar lines. 

It should therefore Ix' asserted uncompromisingly that a 
monopolistic enterprise or a monopolistic indiLstry alway.s 
impairs social stability and economic efficiency. This 
effect of monopoly is inherent in its nature — simply 
because absolute power ahvays means abuse of power, 
The “enlightened monopoly” is a myth, wiielher it is to be 
entrusted to Big Business as in the NRA, or to laboui 
unions as proposed by Sir William Beveridge for England 
Finally, wherever there are “natural” monopolies, that i: 
monopolies w'hich are unavoidable becaiLse of the nature 
of the productive or distributive process — electric powci 
supply in a given iirea or central banking in a giver 
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country for instance — tlicy liavc to be under tlic regulatory 
control of consumers’ representatives. 

The text-book t^-pe of monopoly, domination of Uic 
market by one product or one producer, is indeed neitlicr 
very frequent nor particularly frightening. When the 
theory of monopoly was developed by Adam Smith and 
his disciples almost every commoility was irreplaceable; 
control of the market of one commodity or of one product 
thus gave an absolute monopoly. In our developed 
economy there is tremendous interchangeability between 
raw materials and increasingly between finished goods. A 
good example of the competition between finished goods is 
offered by the automobile market. Even if there were only 
one car producer there would still be a highly competitive 
market. For every used car actively competes with the 
new cars; and over the used-car market no producer of 
new cars can exercise any control. 

Hence monopolistic control of the market of one 
commodity will usually be broken within reasonably short 
time by the shift to existing substitut(‘s or the development 
of new' ones. The only exceptions arc very cheap articles 
consumed in tremendous numbers, such as matches or 
patent medicines, because the individual consumer spends 
so little on them that he is not conscious of the burden 
imposed by a monopoly. The late Swedish “Match 
King”, Ivar Kreugcr, imposed a monopoly profit of ten 
per cent on consumers simply by reducing the number of 
matches per box from 50 to 45, without reducing the 
price. Nobody noticed it; and certainly no individual 
consumer cut down his consumption of matches or looked 
for a competing brand the boxes of which contained full 
measure. 

But in the place of the former monopolies based on 
direct control of the market we have to-day a steadily 
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one car producer there would still be a highly competitive 
market. For every used car actively competes with the 
new cars; and over the used-car market no producer of 
new cars can exercise any control. 

Hence monopolistic control of the market of one 
commodity will usually be broken within reasonably short 
time by the shift to existing substitutes or the development 
of new ones. The only exceptions arc very cheap articles 
consumed in tremendous numbers, such as matches or 
patent medicines, because the individual consumer spends 
so little on them that he is not conscious of the burden 
impo'^ed by a monopoly. The late Swedish “Match 
King”, Ivar Kreuger, imposed a monopoly profit of ten 
per cent on consumers simply by reducing the number of 
matches per box from 50 to 45, without reducing the 
price. Nobody noticed it; and certainly no individual 
consumer cut down his con'^umption of matches or looked 
for a competing brand the boxes of which contained full 
measure. 

But in the place of the former monopolies bziscd on 
direct control of the market wc have to-day a steadily 
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growing number of monopolies based on control of tlic 
access to the factors of production. There is the cartel — 
European style — which rests on a monopoly of the access 
to capital, the patent pool which is built on the control of 
managerial skill and knowledge, the “feather-bedding'' 
and jurisdictional rules of the unions which impose a 
monopoly of a craft or of an obsolete Uchnique on society 
through the union’s control over labour, the monopolistic 
practices in the commodity field — for instance the 
“corners” in cotton and silver — imposed by interest 
groups through their control of governmental power. 
And these newly fashiomd monopolies are not self- 
d< feating as the old ones had licen. They rc‘st on control 
over the producer so that they cannot be touched by 
consumer action in the marki t hke the old monopoly; they 
also are usually backed by political power or by law as in 
th<‘ case of’union rules or patent pools. 

Finally, we have to realize* that monopolistic practices in 
one sector of the economy inevitably bring about mono- 
polistic practices in all the other sectors. Monopolistic 
union practices force managements to behave mono- 
polistically and vice* vera. The monopoly of administra- 
tive government ageruies forces the economy to organize 
itself in monopolistic unit*', and so forth. 

Monopolies, whether of bu iness, gove rnment or labour, 
are anti-social; and there is undoubtedlv a te'ndeaicy 
towards monopoly in the organizations of mejdeni 
economic life*. Monopolies are* a serious problem of 
economic policy, not a mere theoretical contingency. 
Nevertheless, the conclusion drawn from these facts by the 
traditional theory of mone>poly is false*: that monopoly best 
satisfies the interest e)f business and that, the re fore*, there is 
an inherent conflict between the social interests of society 
and the survival interest of business enterprise. It is not 
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correct that monopoly is necessarily in the best interest of 
business enterprise. Actually, it is incompatible with the 
demands of modern mass-production industry. 

It was the essence of the nineteenth century theory of 
monopoly that maximum profit for the longest period 
could not be realized by maximum production for th(‘ 
lowest price — the social criterion of efficient production — 
hut only by following the opposite, “monopolistic” 
policy. If this theory were a correct expression of social 
reality, industrial society could not exist, at least not in the 
form in which we know it, as a society of independent, self- 
governing corporate units. If it were true that the 
independent business must try to be monopolistic for its 
OW'D best self-interest, we could not hope to be able to 
enforce anti-monopoly law's; for no institution can accept 
rules wliich go counter to its basic survival inten\st and 
purpose. On the other hand, wc could not permit 
business to be monopolistic; for this wDuld deny the basic 
demands and needs of society. From the classical theory of 
monopoly no other conclusion is possible than that a free- 
enterprise economy is impossible once society has become 
an industrial scx:iety. On the basis of the classical theory 
of monopoly there is no other conclusion but state 
socialism or a «>ociety of compulsory cartels; and in actual 
practice there is little difference between the two. 

This theory of monopoly w hich is still widely accepted 
as gospel truth, rests on the assumption — correct in the 
< ighteenth century — that supply will always be limited, 
w’hereas demand will always be unlimited. On this 
as'^umption, monopolistic behaviour will indeed yield the 
maximum profit. But under modem industrial con- 
ditions, it is not supply that is limited, but demand; supply 
in modern mas«;-production indastry has, by definition, no 
practical limitations. It is simply not true that contraction 
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of production and artificial maintenance of high prices will 
alwa>^ yield the highest profit to the producer. On the 
contrary, under conditions of modern technology, the 
maximum profit is obtained by maximum production at 
the minimum cost. To have first realized this was the great 
achievement and the original contribution of Henry Ford. 
The essence of the mass-production proa'ss is the reversal 
of the conditions from which the theory' of monopoly was 
deduced. The new assumptions constitute a veritable 
economic revolution. Like all revolutions, it has created as 
many problems as it solved; the threat of mass unemploy- 
ment is very largely a refit ction of this change in which 
supply has become more elastic than demand. But as far 
as the pro])lcm of monopoly' is concerned, the new 
technology can resolve the conflict betw'een social purpose 
and corporate purpose. For in modern mass-production 
industry monopolistic behaviour (artificial contraction of 
production in order to maintain an artificially high price) 
is uneconomical and unprofitable. Instead, that behaviour 
has Ix'come most profitable for the producer which is also 
most beneficial to society, namely, maximum production 
at minimum cost. 

Under modern mass-production conditions maximum 
profitability depends on maximum efficiency. In a 
monopolistic business, competitive market-standing is 
eliminated as a measure of efficiency; and we have seen in 
the preceding chapter that without the yard-stick of the 
market, th<‘ objective checks of efficiency function very 
poorly, if they function at all. In other words, under 
modern mass-production conditions, a business will 
realize the highest rate of profit on its invested capital only 
if it is subject to Uiat check of the competitive maiket 
which a monopolistic business eliminates. 

When General Motors in the twenties began to expand 
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rapidly, it was laid down by the top executives that it 
should not aim at complete control of the automobile 
market but should in its own best interest keep its market 
quota low enough to make possible the existence of strong 
and healthy competitors — not for philantliropic or political 
reasons, but simply from the point of view of the cor- 
poration’s efficiency and profitability. It is clear that there 
is a certain ten'-ion between corporate interest in the 
existence of strong and vigorous competition and the way 
in which success is measured in terms of a steady tightening 
of the corporation's hold on the market. In other words, 
there may be a point where a business may succeed too 
well for its own good. But this in itself is a complete 
contradiction of the nineteenth century theory which 
denied the existence of such a point. According to that 
theory, the point where a business enterprise begins to lose 
its social usefulness is the point where it begins to be most 
profitable. Actually, the point at which a business reaches 
its maximum social usefulness is also the point of its 
maximum profitability. Under conditions of modern mass 
production, there is no conflict between corporate' interest 
in profitability and social interest in maximum production. 

In political or academic discussions, it is still not under- 
stood on the whole how completely the; coming of mass- 
production technology has changed the nature of mono- 
poly. This can be seen in such a book as Mr. Thurman 
Arnold’s The Bottlenecks of Business in which the attempt to 
apply the traditional concepts of monopoly to radically 
altered conditions enmeshes the very Ijnlliant author in 
one contradiction after another. Yet the public as a whe)le 
apparently senses that monopoly is no longer the major 
issue of economic policy it was forty or fifty years ago. 
One has only to compare the feverish excitement created 
by “trust-busting” under Theodore Roosevelt with the 
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polite boredom with which the public has been watching 
the anti-trust drives of the last few years in spite of 
“sensational disclosures** and excellent staging. 

A comparison of the assumptions on which the theory of 
monopoly rests with the actual conditions of modern 
industrial production brings out yet another important 
fact. The classical theory of monopoly — like all classical 
economic theory — knows no time element; its model of 
economic behaviour is the jobber in the stock market who 
“covers” a deal as fast as he makes it. Hence to the 
traditional theory all attempts to control fluctuations and 
economic change arc equally restrictive, equally mono- 
polistic. But in industrial reality economic activity 
extends over a very long period of time. Actually, the 
business cycle of seven to fifteen years is the unit of 
industrial activity; the average profit or loss over this 
period corresponds economically to the immediate profit 
or loss the Joblier in the stock market realizes when he 
“covers”. This is partly owing to tlie length of time it takes 
to develop a new product or process to-day, but mainly 
because industrial production to-day requires a tre- 
mendous fixed capital investment. The capital of the 
stock-jobber is freed the instant he “closes his book” that 
is\ with evxry transaction; industrial capital has to stay 
invested, and can only be lie|uidated, if at all, by pro- 
duction over the long period of the business cycle. 

In the modern industrial economy we have therefore to 
distinguish shaqily between restrictiv'e activities that 
attempt to smooth out cyclical fluctuations, and restrictive 
activities that try to restrict output or to perpetuate 
inefficient methods and ob^^olcte equipment. The latter 
are truly monopolistic, hence anti-social. But the former 
are actually in the interest of efficient production and 
therefore in that of society; thev result in a greater 
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Utilization of labour and of productive capacity over the 
business cycle, hence in larger production botli absolutely 
and per unit of cost. 

It is by no means easy to draw the line between these 
two different kinds of regulatory action; nor is there likely 
to be agreement on any one formula. Wliocver suffers as 
the result of economic change will always be convinced 
that he is the xictim of transitory and accidental forces 
against which he ought to be protected for the good of 
society. Whoever benefits from a change feels conversely 
that the change is in the best interest of society. The 
attempts made so far — for instance the distinction made 
by the U.S. Supreme Court between a “reasonable” and 
an “unreasonable” trust or Mr. Thurman Arnold’s 
juxtaposition of “good” and “bad” monopolies — have not 
given us a clear or a reliable principle of analysis. Yet, it is 
important that we recognize the basic difference between 
these two superficially so very similar tNpes of economic 
action; for otherwise monopolistic abuse will always be 
defended as in the interest of social stability and of 
productive efficiency. It is for lack of this distinction that 
we exempt labour unions altogether from the provisions of 
the anti-trust laws, and thus condone some of the worst 
monopolistic abuses in our economy, instead of drawing a 
line between legitimate and illegitimate union attempts to 
protect labour against economic change. It is also for lack 
of a dividing line between regulatory and restrictive 
practices that we lack a consistent and enforceable anti- 
monopoly policy which would be in the interest of both 
business and the societv. 


Bigness — Asset or Liability? 

When the late Mr. Justice Brandcis coined the catch 
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phrase of the “curse of bigness” some thirty years ago, he 
was convanced that bigness was not only socially destructive 
but economically and technologically unjustified. He saw 
its cause mainly in the greed or the drive for power of the 
“tycoon”. 

Uncurbed individual ambition is, of course, one caase of 
bigness, and the bigness resiJting from it is as anti-social 
and as unjustified as Mr. Brandeis said it was. Also, it is 
not confined to basiness; as Mr. Brandeis towards the end 
of his life realized very clearly, “Little Napoleons” arc just 
as likely to arise in labour unions or in the government as 
in business. We may even say that in a frcc-cnterprisc 
system they arc least likely to entrench themselves in 
business; for there we possess a brake in competition in the 
market which is lacking in other spheres. Incidentally, 
the “tycoon” flourishes best in times of crisis and emer- 
gency, such as a war, when there is undue emphasis on the 
kind of organizing ability and drive which is his t\7)ical 
asset. Hence to-day we have in our society quite a few 
ramdiackle and jerry-built personal empires wliich truly 
arc under the “curse of bigness” — some the domain of war 
production “wizards”, some that of union bosses, some 
tliat of over-extended government agencies. And it will be 
a painful process to bring these structures down to normal 
size. 

But the real pro])lem of bigness lies elsewhere: it lies in 
the economic and technological necessity of bigness in modern 
industry. Mr. Brandeis maintained that bigness was 
economically inefficient. We know to-day that in modern 
industrial production, particularly in modern mass 
production, the small unit is not only inefficient, it cannot 
produce at all. It is, of course, still true that there is an 
upper limit to the efficiency of bigness to overstep which 
results in decreasing efficiency. But there is also a lower 
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limit; and in most modern industries it is very high. It is 
an interesting commentary tliat Henr)^ Ford who, in his 
sponsorship of small “village industries” is the most 
faithful follower of Mr. Justice Brandeis, owns, in his 
River Rouge plant, tlie largest, most concentrated and 
most highly centralized industrial unit in this country — 
and one which a good many obser\^ers have judged 
definitely to exceed the most efficient size. 

We thus have a situation in which bigness — not that of 
the “tycoon” or “boss” but that of the large integrated 
corporation — is economically necessary and economically 
efficient. Hence from the economic point of view, bigness 
is socially productive. But is it also conducive to social 
stability and to the functioning of society? Or is there a 
conflict between the requirements of efficient production 
and those of social stability and well-being? 

There can be no doubt that size creates problems. We 
have devoted most of the second chapter to a discussion of 
these problems. We have maintained that these problems 
exist because Big Business does not automatically provide 
safeguards and controls which arc given in a small- 
business economy. We have, however, also shown that it is 
fully as much in the interest of the large corporation as in 
that of society that these handicaps be overcome. It is not 
correct that the maximum profitability is reached under 
conditions of centralization and ])ureaucracy. On the 
contrar^^ it is in the most urgent survival interest of the 
corporation to prevent bureaucratic ossification, top- 
heavy centralized management, and a drying up of the 
sources of leadership supply. In the policy of decentraliza- 
tion, the large corporation has a means to overcome the 
functional disadvantages of bigness — provided always that 
the outside check of the competitive market is given. In 
fine there is no inevitable clash between the economic and 
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the social effects of bigrw ss, provided Big Business has a 
definite policy and organization by means of which it can 
derive all the advantages of a <^mall-busincss economy 
without losing any of the advantages of bigness. 

For — and that is a point that is often overlooked — 
bigness is not only advantageous from the point of view of 
efficient production. It carries with it considerable social 
advantages— advantages which permit the large cor- 
poration not only to produce more cheaply and more 
efficiently, but also to contribute to social stability. These 
advantages arc exclu'^ive to Big Business; small business 
could not attain th< m under any system of organization 
whatever. 

In its service staffs, General Motors has an organization 
which enables all units of the company to produce more 
efficiently and at !ow( r cost than any of them could as 
independent units. This is o])vious in regard to the 
research laljoratories. Even if (‘\'t ryone of the General 
Motors divisions w^ould support a resc arch laboratory tw'o 
or three times as large as its proportionate share in the 
General Motors research institutions, the result in terms of 
new' products, new and cheaper ways of producing, etc., 
w'ould be many times smaller than the result of the one big 
reseat ch laboratory. \'ery few divisions w'ould be able to 
hire research men of the calibre represented in the central 
re'search laboratory; and the < ffectiveness of the laboratory 
is very largely the result of its ability to put to work as a 
team a conMeierable number of men with different 
training, backgrounds anel approacli. The same applies to 
less publicizeel services, ^uch as that rendered by the 
englne'cring. the manufacturing, the sales and public 
relations staffs — not to mention the savings in time and 
money made possible through the existence of a centralized 
accounting system, centralized financial management, and 
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the centralized handling of legal affairs. These service 
staffs supply even units of small size — such as the very 
small divisions — with the most up-to-date, cheapest and 
most productive methods of engineering and manufactur- 
ing, with the most advanced research, and with a com- 
prehensive knowledge of the whole field of mass pro- 
duction. 

Another important advantage of bigness is that it 
enables the business enterprise to have a policy and to 
have a special policy-making body which is sufficiently far 
removed from the actual day-to-day problems to take the 
long view, and to take into account the relationship 
between the organization and society. Society as a whole 
certainly has a direct interest in good relations between the 
big corporation and the retailers of its products. As we 
have seen, the social interest in small business is not in con- 
flict with the lonii-term interests of the automobih* produc(T 
which require a strong and healthy dealer organization 
and a strong and healthy second-hand car market. 
However, th<‘ social interest in small business i's in potential 
conflict with the short-term interact of the corporation in 
maximum sales of new cars. In the ordinary small or 
medium-sized business, top management cannot detach 
itself sufficiently from immediate concerns to pay much 
attention to the long-term problems and to build a policy 
which, in satisfying the long-term interests of the cor- 
poration, also satisfies the interest of soci( ty in the small 
business man. The president of a smaller automobile com- 
pany may be forced to devote all his lime and energy to the 
current problems, thus slighting not only the best long- 
term interest of his own lousiness but the interest of society 
as well. In General Motors, top management is detached 
enough to act as an arbiter betwei n these two interests. 
With divisional management taking care of current 
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problems, central management can take the long view. It 
is both able and exp* cted to formulate policies which 
^atiffy long-term requirements, and to create organs 
through which this long-term interest — which is also an 
interest of ^^ociety — is directly represented within the 
company. 

This leads us to the next point: bigness can contribute to 
social stability becau’^e a big business can subordinate 
temporary gains to long-term policies. This applies to 
such questions as pricing, merchandising and purchasing. 
It also applies to employment policies; General Motors, 
for instance, has been able* to put into effect a foreman 
employment programme under which the supcr\dsory 
force is to be maintained even in bad times. A small 
business coulel rarely afford to sacrifice the immediate 
saving in cost to be obtaineel by laying off superfluous 
foremen, to the long-term intcrc'st of keeping intact its 
skilleel personne l. 

Finally, bigness — if organized on a decentralized ba^is — 
makes it possible to go further in discovering, developing 
and promoting able men than small business ever could. 
If small busine ss tries systematically to find the able men 
within its organization and to train them for leadership, it 
will soon have more potential leade rs on its hands than it 
can employ. When this happens the trained people either 
leave the organization or they grow weary and bitter 
waiting for the dcatli or retirement of their superiors. In 
either case, the leadership development programme will be 
given up very soon. General Motors, because of its very 
bigness, has been able to build up a reservoir of trained 
men without running up against over-training or over- 
staffing. In so big an organization there is always a place 
for a trained man. If there are no vacancies in the division 
m which he has grown up, there will sooner or later be a 
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vacancy in another; he may be shifted to the central office 
staffs in New York or Detroit; he may be used in overseas 
operations, etc. In any event he will neither be lost for the 
organization nor grow stale in the ante-room. In such a 
big organization, it is possible to make leadership develop- 
ment a natural function of management and to overcome 
the fear so common to the small-business executive that, by 
training a capable subordinate, he will train himself out of 
his own job. 

All this is obtainable only in a decentralized big business. 
Hence decentralization is the condition for the conversion 
of bigness from a social liability into a social asset. Bigness, 
if centralized — whether for lack of a policy or because the 
units of production have been allowed to grow too large 
for effective decentralization — carries with it dangers to the 
nability and functioning of society, just as it carries dangers 
to the stability and functioning of the corporation. But in 
itself that bigness which is required in the interest of 
economic efficiency under modern technological con- 
ditions, is not in conflict with the requirements of social 
stability and social functioning. 


2 

Production for “Use” or for “Profit”? 

Taken literally, tliere is hardly any slogan that makes less 
sen^e than that of “production for use versus production 
for profit”. It set ms to imply that the products of our 
economic machiiK , say for instance the bread produced by 
the National Biscuit Company, arc not being used or that 
they an being abused. But even if we overlook the literal 
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meaning of the slogan and concentrate on what the slogan 
intends to say, we will find that it has several not neces- 
sarily compatible meanings. 

To contrast production for profit with production for 
use very often implies a rejection of profit as a condition, 
and of profitability as the yard-stick, of economic actions 
and re sults; we arc being asked to substitute “service’’ for 
profitability as the rationale of economic behaviour. 

The slogan also often implies a rejection of the “profit 
motive” as the guiding prin :iplc of economic behaviour 
in society. 

Another meaning implied in the demand that we pro- 
duce for “use” instead of for “profit” is the rejection of an 
economic system in which the individual consumer 
decides wiiat he wants to have, in favour of a system under 
which government would decide what he should have in 
his interest as well as in that of society. This is, of course, 
an attack upon the institution of the competitive market 
and of market price as the governors of production and 
distribution. 

Common to all three meanings of the slogan is the 
assertion that “production for profit” is not only un- 
necessary and “unnatural” ])ut that it leads to an 
econf)mic structure which is contrary to the best interests 
of both society and the individual. “Production for profit” 
is tlie principh* of rationality and efficiency on which the 
corporation must base itself The demand for “pro- 
duction for use” thus asserts a conflict between the needs 
of society and those of the corporation. 

The demand that some criterion otlur than pro- 
fitability be used as the yard-stick and determinant of 
economic actions and results, rests on a misunderstanding 
of the nature of the economic process. Every economic 
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transaction is by definition a gamble on the future. In 
every economic transaction there is thus a considerable 
clement of risk. In primitive economics the risks arc those 
of crop failure, pests and plant diseases, natural catas- 
trophes, etc.; and even the most stationary and most 
elementary economic system can neither avoid nor 
control these risks. The more complex the economy 
becomes, the more complex become the risks incurred in 
any economic activity. 

What applies to a stationary economy applies with 
doubled force to an economy in expansion. To the 
ordinary risks of economic life are added the risks of 
expansion. Some idea of the magnitude of these risks is 
given by the research engineer's rule of thumb according 
to which only one out of ten new products developed will 
prove an economic success; yet the modern research 
engineer has come closer to converting expansion into an 
orderly, organized and predictable process than anybody 
else. To these risks is added the uncertainty which arises 
from the fact that no one can tell how much time it will 
take till even the most successful new venture is established. 
It may take fifteen years — and it rarely takes much less — 
before a new product or a new process can be regarded as 
proved. Profit is thus an inevitable ri^k premium and the 
basis of all economic activity, whether capitalist, socialist 
or cave man. An economy which docs not make due 
provision for risks must cat up its substance and must 
become poorer and less productive. 

Profit, in addition to being the insurance premium 
against the risk involved in the gamble on the future, is 
also the only source of the new capital equipment without 
w'hich expansion would be impossible. New capital can 
only be created by keeping resources or their products for 
future use, that is out of a margin between total pro- 



BIG BUSINESS 


m 

duction and production currently consumed. This 
margin is the profit margin. The higher it is, the faster can 
an economy advance, the more jolts can it take, the faster 
can it recover from setbacks. Both the growth of an 
economy and its stability are directly proportionate to the 
profit margin.* It is no accident that of all industrial 
countries to-day, the Soviet Union has the highest profit 
rate on industrial production. This does not mean that 
the Sovd(‘t Union is a “capitalist” country; it only shows 
that the Soviet economy expands at an extremely fiist rate 
and, because it is a “planned economy” without auto- 
matic control of mistakes, under unusually ri«ky con- 
ditions. The key to industrial expansion has always been 
to increase the capital investment per worker; the curve 
which illustrates the increase in this figure runs parallel to 
that showing the rise in productivity and output. And the 
only source of capital equipment is profit. 

Actually, the profit margin on which the American 
economy operates, is dt finitely too low^ We will have to 
increase it not only to obtain the economic expansion 
needed for stable employment, but in the interest of 
national strength and survival. 

In the past this country has depended to an altogether 
unprecedented extent on a substitute for genuine capital 
formation: the exploitation of nature’s bounty, the 
appropriation and the “mining” of vdrgin soil, the 
depletion of lumber, oil and ore resources. Henry 
George’s belief that the appropriation of new land is the 

• I have refrained here intentionally from going into the important 
KcyneMan di«Jtinction between "investment” and "saving”, that is 
between profit used as the basis for expansion, and profit kept out of 
economic usefulness. In the first place it does not affect the over-all 
argument, profit is still the only source of new capital equipment. 
Secondly, the problem ol obtaining "investment" rather than "saving” 
is discussed extensively in the section on stable employment foBowmg 
this. 
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sole source of capital, was a mistake; the sole source of 
capital is profit. But his mistake was a natural one as the 
United States during the nineteenth century certainly 
based its expanding economy as much on the bounty of 
nature as on man-made capital. And to a lesser extent the 
same was true of the rest of the Western World, especially 
of England, except that there the natural resources of 
colonial territories were appropriated and used up rather 
than resources at home. We can no longer base our 
economy on the appropriation and depiction of nature’s 
bounty. In the future we are going to be increasingly 
dependent on profit. 

In the first place, tlie capital requirements for industrial 
expansion under modern technological conditions arc too 
great to be satisfied out of “natural” resources. They can 
only come out of profits on production. ♦ Secondly, 
indastrialization has become a world-wide process which 
means that the formerly colonial, raw-material producing 
areas will now need for themselves the “natural capital” on 
the appropriation and exploitation of which European, 
especially English, industrial expansion during the last one 
hundred fifty years was so largely bas(‘d. Finally — and 
most important — wt can no longer afford to use* up the 
productive resources of nature at the rate at which they 
have been used up. Soil erosion and depletion of soil 
fertility, destruction of timber resources, over-consumption 
of irreplaceable fuels and ores has been a world-wide 


• This docs not moan that capital investment has reached the point of 
"diminishing returns" where more and more new investment is needed 
to produce less and less increase in productivity On the contrary, all 
evidence shows that productivity per unit of capital inv<*stment has 
been increasing quite raf)idly these last twenty-five years and is still 
increasing Our economic machine is simply too large to rest on the 
narrow foundation of appropriating accumulated "natural capital" such 
as land, just as our monetarv system is too large to get its monetary 
mattrial froQi bonanzas 
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phenomenon. But nowhere has it gone further than in this 
country; especially during die tw'o World Wars wx 
indulged in a veritable orgy of natural-capital con- 
sumption. In the interest of national defence, national 
prosperity and national survival we must surely preserve 
and build up our natural resources. They cannot be 
allowed to be used in lieu of capital. Capital formation 
will have to be based on the one resource which, instead of 
being destroyed by being used, reproduces itself, namely 
profit. 

Just as it is nonsense to say that economic life is possible 
without profit, it is nonsense to btdievc that there could be 
any othe r yard-stick for the success or failure of an 
economic action but profitability. Of course, it is always 
necessary for society to go in for a good many unprofitable 
activities in the social interest. But all such activities 
which are undertaken in spite of their economic un- 
profiiability must be paid for out of the profits ofsomc other 
liranch of economic activity; otherwise, the total economy 
shrinks. Profitability is simply another word for economic 
rationality. And what other rationality could there be to 
measure economic activity but economic rationality? 

The reason for the frequent failure to understand this 
elementary proportion lies in the customary confusion of 
profitability which is an objective principle of social action, 
with the profit motive wliich is a subjective principle of 
individual motivation. The confusion between these two 
entirely diflerent tlung.s began with the utilitarian 
philosophers and economists of the classical period of 
economic thought who mistakenly derived profitability 
not from the obj( ctive conditions of economic life but from 
a thoroughly fallacious psychology' of individual be- 
havioui This mistake in turn was possible because they, 
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tliough li\Tng in a pe riod of violent economic expansion, 
based their economic tliinking on tlic concept of a 
stationary* economy^ — the concept of the equilibrium. Of 
course, even a stationary' economy needs profits to make 
good the inevitable losses; but the losses of a stationary 
economy are not inherent in the economic process itself, 
but are caused by some outside agent, such as the weather, 
insects, pests, etc. While the disregard of the inevitability 
of such out^^ide disturbances imparts to classical economics 
the abstract character of a chess problem, the classical 
economist intentionally aimed at a purely theoretical, 
qua<:i-mathematical formulation. 

To-day, we know that the assumption of an equilibrium 
is not only unrealistic but that the equilibrium itself is 
undesirable. Under modern industrial conditions there is 
no greater threat than a stationary economy which must 
lead to wholesale unemployment. We can no longer 
follow the classical economists or Marx in regarding 
profit as, at best, a provision against outside interferences 
with the equilibrium. In an expanding economy, profit 
and profitability are of the very essence of the economic 
process. In our theoretical economics this has been fully 
recognized.* Even in Russia the Marxist dogma of profit 
as typical of “capitalism” has been ofiicially revoked; the 
recent revision of Soviet official theory* which caused so 
much comment in this country, consisted mainly in 
accepting profitability as the yard-slick and determinant of 

* The two books which pioneered in the development of the modern 
concept of a dvnamic ecunoinv are hrank Kniglit’s Ri^k, Vnccrtainty. 
and profit and Scluimpeter’s 1 heorxe der IVirischa/tlu hen hntwickelunf^ 
It IS interesting that, though absolutely independent of each other, they 
wrote their books at abruit the same time in the years immediately 
preceding the first Work! \V.ir The contribution of these two books to 
economic thought is fully as great as that of Keynes, if not greater, 
while Keynes represents the last and most advanced formulation of 
equilibrium economics, Knight and Schumpeter have opened up a new 
field of economic dynamics 
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production under any social or economic system. It takes 
time, however, for new ideas to seep into popular con- 
sciousness so that popular dLscu’^sion is still under the spell 
of the confusion between profitability and profit motive. 

This is much more than a theoretical question. The 
confusion is responsible for the failure of our economic 
policy to understand that profits arc nccessar^'^ for 
economic expansion. It is a legitimate and serious prob- 
lem of economic policy to decide where the profits shall 
go, how they shall be invested, and what activities should 
be furthered. But to question whether we want profits or 
not makes simply no sense — provided we want economic 
expansion. The confusion also underlies our failure to see 
that the present rate of profitability on which American 
economy operates is too low for the economic expansion 
which we expect. 


The Profit Motive 

Profit and profitability are objective criteria of economic 
action. They have nothing to do with the beliefs of a given 
society or with particular institutions but apply to any 
society however organized. Essentially profit and profit- 
ability arc nothing but reformulations of the law of the 
conservation of energ)* in economic terms. 

The “profit motive” on the other hand pertains to man’s 
actions and reactions. In capitalist society, moreover, it is 
institutionalized in special institutions, and bchaxiour 
according to the “profit motive” receives scx:ial sanctions 
and rewards. It is this “profit motive”, the socially 
sanctioned behaviour of the individual to obtain the 
maximum material gain, which is under attack as 
“unnatural” and “anti-social”. And since the corporation 
in a free-enterprise economy is directed by, and dedicated 
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to, the satisfaction of this “profit motive*', the question 
arises whctlicr the “profit motive" is indeed incompatible 
with a stable, functioning and good society. 

The attack on die profit motive as “unnaturar* and 
conflicting with socially and individually more beneficial 
and more fundamental human motivrs is, like the attack 
on profitability, partly die result of an excessive reaction 
against the wrong psychology* of the utilitarian economists. 
They had proclaimed that man has a natural instinct to 
“truck and bargain”, and they deduced from this instinct 
the law^s of classical economics. We know to-day that there 
isnosuch thing its a natural instinct to “truck and bargain”. 
If we ever needed proof of the fallacy of the utilitarian 
concept, it has been abundantly supplied by modern 
cultural anthropology^ and modern psychology*.’*' We also 
know that in most human activities, motives are thoroughly 
mixed, and that we will never find anybody acting on tlu* 
basis of that “simple and clear calculation” of possible 
gain against possible effort on which the elas‘^ical (cono- 
mists based their theories of economic behaviour. Finally, 
we know* tliat the orthodox economists wrre comple tely 
mistaken w'hcn they used the utilitarian “pleasure-pain 
calculus” to equate “work” w*ith “pain*'. The psycho- 
logical and social ravages of unemployment have certainly 
shown that idleness, far from being pleasing, is destructive, 
and that w*ork, far from being disagre(*al)le, is a necessity 
of human existence and self-nspect and in itself a source of 
pride and satisfaction. There is little left to-day of that 
psychology from which the profit motive emerged as the 
controller of human destinies and as the natural law of 
human behaviour. 

To say that the profit motive is not inborn in man and 

* The r<^nfler will feu] rj bnllnmt 'VTnTnnr\' f f thj- eviflence in Karl 
Polanjq’s The Great 1 ransjotmation (New \ ork, 1944)- 
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the expression of his true nature is, however, something 
very difii rent from asserting that it is vicious, unnatural 
and socially undesirable. This assertion rests on two 
beliefs which arc both as untenable and as fallacious 
psychologically as the dogma of the preordained profit 
motive which they tried to replace. The first of these is the 
belief that man’s ‘‘cn'ative instinct” is not only good in 
itself hut alone sufficient to make man socially con- 
structive — the beluf which is expre ssed in Vt blen’s famous 
juxtaposition of “industry” and “bu'^iness”. The second of 
these beli< fs asserts that, but for the profit motive, human 
soci( ty would one of equality and peace, and that all 
drive for power and privilege, all conflict and all in- 
equality are tlie result of the lust for gain. In other words, 
Ijoth beliefs see in the profit motive the one, or at least the 
main, obstacle to the millennium. 

It cannot be said too emphatically that no society can 
])e Iiased on man’s “creative instincts”. In order to make 
social life posMble there must always be a principle of 
organization which reduces individual fulfilment and 
individual (Irive to a social piirj'K^se. Otherwise that co- 
ordinated human effort on which social life rests becomes 
impossible. If we do not use profit and profitability as the 
reduction gear, we would have to work out some other 
social mechanism to convert the subjective drive of the 
individual into the o])jcctivT performance of society. 

If we take, for instance, the people employed in the 
production of an autom(»bile, we shall find that the “instinct 
of workmanship” leads in totally different directions, 
depending upon whether we look at the engineer, the 
production man or the sales manager. For the engineer 
the liighest standard of achievement and craftsmanship 
lies in the most functional and most up-to-date car 
embodying the best and newest in engineering research, in 
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materiak and in design. He may be inclined to regard as 
alien and as in conflict with his ideas of w'orkmanship such 
considerations as cheapness and case of production, habits 
of automobile users, their comfort, etc. ; and he w ould want 
to change his design all the time in order to incorporate the 
latest engineering improvements. The standards by which 
the production man will measure his workmanship and 
achievement w’ould be above all cheapness, speed and ease 
of production. His ideal is an engineering design that will 
never change. His attitude towards the consumer's 
preference and desires was summed up perfectly in the 
epigram attributed to that prince of production men, 
Henry Ford, when he said that “the customer can have 
any colour as long as it's black". The sah's manager 
finally — or anybody wiiose business it is to distribute cars- 
sres maximum achievement in the most saleable car, a 
cheap car that “looks like a million dollars” and satisfies 
the consumer’s desire to keep up with the Joneses — 
liowcver unreasonable this may appear to the engineer or 
to the production man. Each has “instincts of wwkman- 
ship” which arc creative. But the instinct of the on(' can 
find free rein only at the expense of tlie instinct of anotlier. 
If society w’ants automobiles, it must be able to subordinate 
the instincts of each man to an objective principle of social 
satisfaction. However much such an objective princijile 
“violates” individual integrity — a point mooted since the 
dawm of history — society must have it. 

The profit motive may not be the best reduction gear. 
It certainly is not the only possible one. But to denounce 
it bccaase it is a reduction gear — Veblen’s procedure — 
begs the question. Wliat \\c have to answe r is not wlicther 
the profit motive is good or bad, but whether it is efficient 
or inefficient as a principle of social integration of in- 
dividual motives and desires. 
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In a society which accepts economic advancement and 
economic goals as socially ( fficicnt and as socially desirable 
the profit motive is socially tlic most efficient device. In 
any other society, it is not an efficient mechanism. In the 
Middle Ages, for instance, the profit motive was clearly 
socially inefficient from the point of view of an order which 
regarded economic goals — beyond mere physical survival 
— as socially irrelevant and as morally suspect. In a society 
which believes in the desirability of economic progress, as 
has ours for the last two hundred years, the profit motive is 
an efficient mechanism of integration, because it relates 
individual motives and drives directly to accepted social 
purposes. Obviously, this creates problems in those spheres 
of social life to which economic rationality is not ap- 
plicable, such as the arts. But these problems are no 
greater than those faced by the Middle Ages in appl>ing 
their non-economic objective principle of social integration 
to the economic sphere with its necessarily economic 
rationality. In other words, while no society and no 
principle of social integration can be perfect or automatic, 
the profit motive is the most efficient and the simplest 
mechanism for the conversion of individual drives into 
social purpose and action under the given conditions and 
beliefs of our society. It is, perhaps, the best commentary 
on this conclusion that the Soviet Union has gone as far as 
any capitalist country — and further — in using economic 
rewards and incentives in industry’. For, however different 
its social tenets and institutions, Russia shares with the 
Wckt the belief in economic goals. 

The Lust for Power 

What about the second count in the popular indictment 
of the profit motive: that it is the cause of the lust for 
power and dominance and tlic sole or main obstacle to 
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peace and equality? Certainly the “profit motive’* is not 
necessarily inherent in human nature. But inherent in 
human nature there is a drive for power and distinction of 
which the profit motive is only one possible form. If we 
eliminate the profit motive, the result will not be the equal 
and peaceful society of tlie millennium but the emergence 
of some other outlet for man’s basic lust for power. 

The weakness of the traditional argument is beautifully 
illustrated by the first great sermon on the profit motive as 
the original sin, and on its abolition as the key to the 
earthly paradise — Thomas More’s Utopia. More’s ideal 
society is perfect, peaceful, free of strife and ambition 
simply because property and gain have been eliminated. 
At the same time — almost on the same page — More 
proposes an elaborate system of honours and preferments 
as the basis for social power and political rul(’rship. And 
he never sees the obvious: that the comp(‘tition for these 
honours and pn ferments would at once bring back the 
ambition, the strife, the factionalism and the lust for power 
and prestige which he had just driven out bv banisliing the 
profit motive. Plato — and More was a Platonist — knew 
better. But his proposal in the Republic not to admit 
anyone to rulership until he be old enough to be past 
ambition is hardly more realistic; is there an age limit on 
ambition and pride? Wh<Tever in history a man was kept 
out of power until very late, his lust for powc r, his am- 
bition, his dominance and factiousness increas<‘d, often to 
the point of pathological exaggeration. 

If I may again point to the findings of modern 
anthropology: the sentimental concept of “primitive 
equality” popularized by Rousseau and Marx has been 
e xploded compleuly. There are many primitive tribes 
which do not know individual property in the sense in 
which wr use the term. There are however no examples of 
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real communism among primitive tribes; communism Ls 
far too complicated a social arrangement to be attainable 
for a primitive society. And in every single culture we 
know of, there is a socially accepted motive of advance- 
ment to power and prestige around which the social 
organization is built. 

Actually, we should not have needed anthropology to 
teach us that society is based on man’s innate drive for 
power and social recognition. We have known for 
thousands of years that Pride is an essentially human 
quality. We may, with the ancient Greeks and the 
Renaissance, acc( pt Pride as a virtue. Or we may with the 
Christian doctrine regard Pride as both cause and result 
of man’s fall from grace and as the centre of his cor- 
ruption. But we can never hope to have a society without 
it. The statesman may, as a Christian, deplore the weak- 
ness of man and strive to overcome it in himself. As a 
statesman, however, he has to accept the fact that Pride 
and its manifestations are both, the reason for the existence 
of society, and a constant in any social organization. The 
problem of the statesman is not to suppress or to overcome 
th<‘ drive for power; that is the <'oncern of pliilosopher and 
saint. The political problem is how' to dinxt the drive for 
powTr into the socially most constructive or least 
destructive channels. 

To say, as is customary, that the profit motive is bad 
because all drive f(/r power is bad, evades the issue; it may 
be good theology but it certainly is not relevant to politics. 
To say that the profit motive is bad because without it 
there would be no drive for power, is not even bad 
theology; it is nonsense. The only relevant and meaning- 
ful question is wiiether the profit motive is the socially 
most efficient one of the available directions in which 
the drive for powrr can be channelled. 



POLICY IN AN INDUSTRIAI SOCIETY :24f) 

I do not think tliat anyone can give a dogmatic answer; 
die absolutely best lies in the field of religion or philosophy, 
not in that of politics or social organization. But wc can 
say that of the channels available and known to us, the 
profit motive has a very high, if not the highest, social 
efficiency. All die other known forms in which the lust for 
power can be expressed, offer satisfaction by giving the 
ambitious man direct power and domination over his 
fellow' men. Tlie profit motive alone gives fulfilment 
through power over things. It is an old truth that the 
richest and most overbearing millionaire in a capitalist 
society has less pow’cr over the individual worker than the 
worst paid official in a colIecti\ist state, w^ho can grant or 
w’ithhold a licence to do business or a work card. Certainly 
there is the danger that the power over things may 
develop into a power over men. But it is not an inevatable 
danger, and it can be checked by social action. 

It has been long contended that wc can also control the 
(xercise of power over men — for instance, by a Bill of 
Rights, by popular vote, or by substituting rules of law and 
procedure for arljitrary decision; this is the case for 
“democratic socialism”. The argument fails to take into 
account that patern«ilism may be benevolent but will 
always tend to be arbitrary and uncontrolled — simply 
because it substitutes tlie best judgment of the ruler for the 
composite judgment of the ruled. And who is to control 
the ruler if liis pe)wer over men lias once Ix eii accepted as 
“legitimate power"? The profit motive is the one way 
known to us to div( rt ambition from the socially destructive 
goal of power over men, into a socially constructive 
channel, that of economic prociuction. This, though not 
by itself sufficient, is a protection against the danger that 
the lives and the livelihood of the individual citizen will 
become pawns in the game of human ambition and fair 
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prey for the drive for power. It is no accident that the 
great villains of history are not found among the 
“economic royalists” but among the “incorruptibles”, 
whose aim was power and power alone. Neither Robe* 
spierre nor Hitler could have been bought off by money; 
they lacked economic acquisitiveness entirely. But this 
liardly made them any more beneficial for mankind; their 
indifference to anything but naked power over men only 
heightened their inhumanity. 

One of the most brilliant writers of our time, Arthur 
Koestler, recently put forward the thesis (in his book, The 
Yogi and the Commissar) that fundamentally there are only 
two types of social behaviour, renunciation of social 
effectiveness and pursuit of naked power. This, though 
not new, is a stimulating thesis, but also a most destructive 
one. It denies all meaning to social life and with it the 
possil)ility of a goofi or of a free society. To have a free 
s<Kiety wo mast make it possible for man to act and to live 
in society without destroying himself or enslaving his 
fellow men. We mast harness the lust for power to a social 
purpose. This, in a society accepting economic goals, the 
profit motive can do. 

W<' do not have to regard the drive for gain as noble or as 
the best man is capable of. But noble or base, it directs the 
drive for power into the least dangerous channel. Of 
courst* the profit motive dcKs not bring about a free 
society; the identification of capitalism with ilemocracy, so 
current to-day, is utterly superficial and is the result of a 
truly shocking confusion. But while the profit motive by 
itself leads to a free s<x:iety as little as any otficr human 
driv'c, it is more compatible with it than the other forms in 
which the lust for power may manifest itself socially. A 
free society is not based on man's drives but on his reason; 
it always has to guard against tlic danger of its perversion 
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V)y the drive for power or b\ anv other drive. The profit 
motive contains potential tlircats like all other mani- 
festations of human pride. But unlike the oilier forms in 
wliich the drive for jxiwer may become socially effectiv'c, 
the profit motive of a free-enterpris(‘ society aKo contains 
powerful safeguards against the politically most dangerous 
consequence of human pride, the tyranny of the power- 
drunk. 


The Market 

The most consistent and the most serious criticism of 
profit is directed against its use as the organizing principle 
of the economic life of society, that is against the in- 
stitution of the market. 

Every M)cietv must perform somehow the functions 
whirl 1 ii free-entcrprise society discharges through the 
market. It mast all(3cate scarce goods. It must integrate 
individual motives and individual actions into social 
effectiveness. It must have a dete-rminant of the direction 
of economic activity and a conti'ol over mistrikes. 

If we had real abundance of goods we would indeed not 
need any mcciianism to distribute scarce goods. Real 
abundance means that goods would produce' themselves 
without any human effort. This is not only impossible 
except on the' le)W(‘st stage' of economic developme'nt and in 
a tropical climate; it is also extremely undesiralile. If by 
some miracle' we* ce)ulel obtain the* goods we* want without 
effort, we weiuld have* tei inve*nt some thing that requires 
effort in order to have* a civilization at all. Neit enily is 
work in our society the main claim to sex:ial standing and 
self-respect. We also know that wherever there is any 
cultural achievement in a primitive tribe living under 
ce>nditions of natural abundance of suV^siste nce goofls, it 
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rests on an artificial and socially created need for effort. 
A human community can only be organized on the basis 
of joint effort. And wliile the purpose to which the effort 
is organized may be varied — a religious cult, war or 
ccorK>mic progress — its basis must always be the organiza- 
tion of prcxluctive work. 

The need for a principle of social integration has Ix'cn 
discuss(‘d a fi w pages back where we talked about the 
function of the “profit motive”. Wc only have to add that 
this integration depemds on scKiety’s having one standard 
of valu( s, one common denominator in which the different 
contributions of different people can be expressed, and by 
means of whicli they can be compared. 

Ev<Ty society needs unification and contr(>l of its 
tconomic activity. Aliove all it needs a means to discover 
and to correct, before they have gone too far, mistakes in 
the direction of economic effort and in the allocation of 
economic resources. In a static economy, such as that of a 
primitive tribe, irjiditioii luillowed by age and fortified by 
religious rites is sufficient for this purpose. But in an 
expanding economy there must be a governor in the 
system itself to prevent misdirection and to correct 
mistakes promptly. Otherwise, an e rror once made, might 
be persisted in until it results ineceinomie c:Uastre>phe. 

The market dis< barges these functions bv making price, 
that is, an economicallv rational value, the organizing 
principle eif econe>mic life. The claims te) scarce gooels — 
inceime- ar<‘ distriliiiu el accemling le) the inelividual’s 
contribution to economic preKluction; in theory at least 
there Ls no other b.isis. Human effort is reeluceel to a 
common eleiumiinator l>y price also; maximum economic 
efficiency in terms of ce>st anei price eletermines the 
organizalie)!! and cevoreii nation of human effort under the 
marke t system. Anel the constant cluck of cost by price in 
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a competitive market is intended to supply an immediate, 
permanent and automatic control for all economic 
activity. 

Tliis concept of price as the economically rational value 
is in turn based on the belief that the proper end of 
economic activity is the satisfaction of the ( conomic wants 
of the individual. The economic wants of tht' individual 
arc the ultimate criu rion of economic production, his 
decision how to allocate his purchasing power l^etween 
competing goods is the ultimate director of the market 
and of production under the market system. 

A good many of the traditional arguments for and 
against the market are mcTe shadow-boxing. They deal 
with the market as a theoretical abstraction claiming both 
perfection and universality. But the market is nothing of 
the sort. It is a man-made scx:ial institution, operating not 
in a vacuum but in society. This society has many other 
concerns beside economic ones, and many otlier re- 
sponsibilities l^eside the satisfaction of the individual 
citizen’s economic wants and needs. Herbert Spencei , 
seventy years ago, overlooked this in his condemnation of 
social services siicli as municipal fire brigades or free 
schools as “socialistic” and as ckstructive of the market 
s^'stem; so did the English Socialist* who in our days 
“proved” the market to be a failure by showing that the 
behaviour of pi'ople in the market was not (xclusively 
determined by economic rationality. 

The functioning mark( t of a going free-( nterprise 
^oci('ty diflers coiisidi lably from the theorem of the text- 
books. In a functioning market, competition is not and 
cannot be perfect. Evtii if kept free from major mono- 
polistic attempt''-, no e conomy could or should realize the 

• Barbara Wooton book Lament /oi Economui> enjoyed con- 

siderable popularity during the Depression 
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ideal market of absolute compciitioii. Ii mast be full of 
^mall, local monopolies and near-monopoli( s. The 
restaurant f)pposite the court house enjoys something e)f a 
monopoly on the provision of lunches to lawyers and other 
people* who have business at court; equally me)nope)listic is 
the advantage of the drug-store owner w'he»se brotlier 
happe ns to be* the small te>wm\ le ading doctor. Alme^si 
ne)be)dy buys in a comple tely free marke t except, p< rhaps, 
the professional purchasing ag(‘nt of a very large* buyer- - 
and even if he awards the cemtract to the lowest bidder, the 
field of ceimpetition is usually severely limited ]jy geo- 
grapliy anel communication. 

Mf)re* impejrlant is the* fact that the individual ceinsumei 
oI (lie marke*t-th(‘eiry eleies not e \i i. Wants are as much an 
expres ion of ne>n-e‘ce>ne)mic neeels and dedres as e)f 
ee.onomic eines. Serial prefe re nces diffe r from cemntry to 
country, from region to re'gion, from class to cla'^s. A 
hiind-inaele* dress oi niit which, to tlu* ceiloured share* 
croppei in the Deep South, is a mark <»f social and 
e ceineimic infer ioi itv, is a baelge of dis(inctie)n eui Park 
Avenue. Perfume* will sell better at five de»!lar'^ than at 
fifty cents even theaigh the* cemteiits of the h<ittl<* may be 
the same. S(x:ial pn'stige, halrit, traditieni, ft ai's and hopes, 
lashions, the elesire te) “ke e p up with the* Jeine'se s" are all 
powerful determinants of indixidual e'conomie action 
though all e)l them an* ecoimmicallv irratie>nal. 

Keonomic it waivb, that is, iucermes, are also not dis- 
tributed piimaiily according to the* recipient^ con- 
tribution te) econe)mie pre)duetion. Not e)nly deie s e very 
society give non-e'<'e)ne^inic rewards in the form of pre stige, 
pow'e'r, titles, etc., w'hich are often more ardently desired 
than money or goods. Every society must reward 
thousands of serv ices w’hich, in terms of strict economics, 
aiv unproduciive -ranging all the way from the priest to 
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the gambler. Economic services proper are rewarded as 
much according to the social esteem in which the oc- 
cupation or profesdon is held as bv their economic 
contribution. Physically diriv jobs, or jobs in which 
}>ersonal service is given, are underpaid evcrNYvlic re. Jobs 
which are conspicuous] v in tlu‘ public eye, are equally 
overpaid. Where the connection betwe('n tlie work and its 
( conoinic effect is indirect and difficult to nu asure, social 
ciiNtom decidt s— as shown l)y llu' rc lative economic 
position of research physicist and corporation lawyer. 
For social reasons the poon^t groups of our population, 
such as the cotton slmre croppers an' paid much higher 
\vag('s iliaii eccmomic ( fliciencv would ('ver justify. Seen 
purely as a fact(>r in economic production, the cotton share 
cropper contributes a])out four or fivi' w’t'ek> of unskilled 
labour during the mitire ye*ir; for cotton needs little 
cultivation except at picking iim<‘. Regarded as a w'age 
for four to five* w e e ks of work, tliat is, i ( g.ireh el only on the 
liasis of economic rationality, the $200 or $300 ree'eived by 
the share cropper every year is fabulously high and 
completely iinjustifia!)l(‘. Yet, everyliody will protest, 
rightly, that the share cropjK r's income s1k)u1(1 be' a ge)e)el 
deal highe i than it is if he is to have' a minimum slanelarel 
of living and tliat it is jueiicrenr te) apply e'cone>mic 
ratieinality in judging his income'. 

Thf marke t as a ce)ncn te' imtitution e)f a fre e -e nte i prise 
se)cie'lv emn therefore be* only an aj)proximation e)f the* 
market oi die text-beioks — anel ne)t a very close ap- 
proximatiem eithe*r. But this is sufficient feir it If) discharge 
its main functions. That there is no re-ally pe-rfe ct com- 
petition is of considerable* impeirtanea* to the economic 
analyst or te) the budnessman who contemplates the 
purchase of a property. Ne vertheless the* incomplete and 
partial competition of tlie actual market provides a 
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ideal market of absolute competition. It must be full of 
*miall, local monopolies and near-monopolif s. The 
restaurant opposite the court house enjoys some thing of a 
monopoly on the provision of lunches to lasers and other 
people who have business at court; equally monopolistic is 
the advantage of the drug-'-tore owner whosc‘ brother 
happens to be the small town\ leading doctor. Almost 
nobody buys in a completely free market except, rhaps, 
the professional purcliasing agent of a vrry large buyer — 
and even if he awards the contract to tlie lowest bidder, the 
field of competition is usually severely limited bv geo- 
graphy and communication. 

More important is the fact that the individual consume! 
ol tin* rnarket-t)i(‘ory does not t xei. Wants an as much an 
expres ion of noii-economie nt'cds and df<‘ins as of 
<(,onomie ones. Sm ial pref< r< nces clifli r from country to 
country, from n gion to region, from class to cla-^s. A 
liand-inad<‘ dress or Miit which, to the coloured share 
croppi r in tlu* I)(('p South, is a mark of social and 
( conomic iriferioritv, is a badge of distinction on Park 
Avenue. PerfiniK' will sell Ih IU r at five dollar^ than at 
fifty cents even though the contents of tht' Lottie may he 
the same. Scx-ial pn'stige, habit, tradition, lears and hopes, 
fashions, the desin’ to '‘keep up with the Joneses'’ are all 
powerful deteiminants of individual economic action 
though all ol them are ( coiioniically irrational. 

Economic rewards, that is, incomes, are also not dis- 
tribut(‘d ])timarilv according U» the recipient's con- 
tribution to economic production. Not (uily dor^ ivery 
society give' non-e<'onomic rewards in the form of j)restige, 
power, titles, etc., which are often more ardently desired 
tlian money or goods. Every society must reward 
thousands of services which, in terms of strict economics, 
are unprcxiuctive' —ranging all the way from the priest to 
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the gambler. Economic services proper are rewarded as 
much according to the social esteem in which the oc- 
cupation or profession is held as by their economic 
conlribuiion. Pliysically dirty jobs, or jobs in which 
personal service is given, are und('rpaid evcr^'^vh( ri'. Jobs 
which are conspicuously in the public ey(\ are eqiuilly 
rwerpaid. Where the connectk»n between the work and its 
(‘conornic effect is indirect and dillicult to measure, serial 
custom decides — as ^hown by th(' u lalive economic 
position of researcli physicist and corporation la\\yer. 
For social re asons tlu‘ poon l groups of our population, 
such as th(‘ cotton sJiare croppers an' paid much higher 
wages thvin (‘couomic c fficic'ncv would ( vc r justify. Seen 
pun ly as a factor in ( conomic production, tlu* cotton share 
cropper contribuU's about four or fi\'(‘ wc i ks of unskilled 
lai>our during the (ntire ye.ir; for cotton needs little 
cultivation exetpt at picking time'. Regarded as a wage 
for four to fi\e w('( ks of work, that is, n ganh d only on th<' 
basis of economic ratioiiadity, th( $200 or $300 received by 
the share cropper every y('ar is fabulously high and 
complt'tely unjustifiable'. Vet, < veryl)ody will ])rotest, 
rightly, tliat tlie share cropjx'r's income sliould Ix' a good 
deal liiglie i than it is iflx' is to have' a minimum standard 
of living anel that it is Iiidicroie to apply economic 
rationality in judging his income'. 

Th.e market as a ceiucretc institution e>f a Ire e-e‘nterprise’ 
socie'ty can therefore* be e>nl\ an approximation of the 
market of the te xt-books- and not a ve ry close ap- 
proximation eithe'r. But this is sufficient for it to discharge 
its main functions. That there is no re-ally perfect com- 
petition is of considrra])le importaiu e to the economic 
analyst or to the businessman whei contemplates tlir 
purchase of a property. Ncverthele-s*^ the incomplete and 
partial competition of the actual market provides a 
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ideal market of absolute competition. It must be full of 
'miall, local monopolies and near-monopolir s. The 
restaurant opposite th(' court house enjoys something of a 
monopoly on the provision of lunches to law^'ers and other 
people who have business at court; equally monopedistic is 
the advantage of the drug-^'tore owner who^(“ brotlier 
happens to b< the small town’s h-ading doctor. Almost 
nobody I)uys in a completely free market except, p< rhaps, 
the prof( ssional purcliasing agent of a very large l>uycr — 
and even if he awards the contract to the lowest bidder, the 
field of competition is usually severely limited ])y geo- 
graphy and communication. 

More imp(jrtant is the fact tliat th.e individual consumer 
(A the market-tlu'ory does not t xet. Wants are as much an 
expr(‘sd(;n of noii-( conornic needs and desires as of 
('conornic ones. ScKial pref< n nec's differ from country to 
country, from ngion to region, from class to class. A 
hand-made dress or ^uit which, to the coloured share 
cropper in the l)<'<p South, is a mark of social and 
< conomic inferiority, is a badge of’ distinction on Park 
Avenue. Perl'umt' will sell better at five dollar^^ than at 
fifty cents evtm though tin contents of th( hotik' may be 
the same. S(x:ial presiig(‘, habit, tradition, fears and hopes, 
fashions, the desln' to ‘‘kee p up with tlu‘ Jonese s” arc all 
powerful de te rminants of individual economic action 
theiugli all of llie in aie- e cononiK ally irrational. 

Economic reward^', that is, incomes, are abo not dis- 
tributed piimarilv ciecordiiig te) the recipient’s con- 
tribution to eeonomie prodiieti^m. Not only doe ^ e very 
society give' non-ecoiioniic rew'ards in the form of prestige, 
pow'cr, title .s, e tc., which are often more ardently desired 
tlian money or goods. Every society must reward 
thousands of services which, in terms of strict economics, 
are unpreKiuctivt— ranging all the way from the priest to 
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the gambler. Economic services proper arc rewarded as 
much according to the social esteem in which the oc- 
cupation or profesdon is held as by their economic 
contribution. Physically dirty jobs, or jobs in which 
}>ersonal service is given, are underpaid everwhe re. Jobs 
which are conspicuously in the public eye, are equally 
overpaid. Where the connection betwt en the Avork and its 
economic effect is indirect and difficult to measure, stH'ial 
custom decides — as .shown by the relative economic 
position of research physicist and corporation lawyer. 
For social reasons tlu- ]:)<H^re t groups of our population, 
such as the cotton share cruppers are p*ii(I much higher 
wagt's than economic e fheienev would ('\'(‘r justify. Seen 
pure ly as a fact(»r in t'conomic production, llu' cotton share 
cropptT contributes about four or fn'<‘ we eks of unskilled 
labour eluring the' entire* year; for ce)tte)n needs little 
cultivatiein except at ])ieking lime. Re gareled as a wage 
fe^r four to liA'e* we e ks e>f work, that is, re ganle el only on the 
basis of economic ratieuiality, tiie $200 or $300 received by 
the share cropper every year is fabulously high and 
compkte'ly unjustifiable'. Yet, everybody will jirotest, 
rightly, that the share* cieipper’s ince)me* should be a good 
eit*al highe i I ban it is if he- is te) h.ive a minimum standard 
of living anel that it is ludicrom’ te) apply e-conomic 
ration. ility in judging liis income. 

Tla’ marke t as a coiicn te* institution of a fre-e-e-nterprise 
society can the refore be* only an approximatiein of the 
market of the text-books— and not a very close ap- 
proximation eithe*r. Rut this is sufficient feir it to discharge 
its main functions. That there is no really perfi ct com- 
petition is of conddera1)le impeirtaiKe* to the economic 
analyst or to the budnessman who ceintemplatcs the 
purchase of a property. Nevertheless the* incomplete and 
partial competition of the- actual market provides a 
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sufficient check on economic inefficiency and on economic 
mistakes. That consumers do not act according to 
economic rationality, indeed that they do not want to act 
so, is obvious. Mofiern acivertising op( nly exploits this 
fact; and no one would deny that it often abuses the 
consumer’s igiif)ranee, his gullibility or his fears, hopes and 
day-dreams. Yet, with all the a1;uses, the consumer’s 
dollar is still the determinant of economic action. This 
means that, whatevcT the limitations on economically 
rational ])ehaviour, the actual markt t still performs its 
twin ta^ks of allocating scarce goods and of integrating 
individual economic efforts into the teamwork of pro- 
duction. 

For this reason, the really important arguments are not 
those that d<*al with the failure of tlu* market to measiin* 
up to th(‘ ideal, but those that attack tin* v(‘rv' principles on 
which it is based. We shall here be concerned with two 
such argum< nts*: (t) that the market is srcially destructive 
because it subordinates everything to the (conomic 
criterion, that is in price; and ( 2 ) that the market is 
sfK’ially destructive l)ecause it subordinates all economic 
considerations and concerns to the satisfaction of tin 
individiial’s ecemomic wants. What mrike s tlu se argu- 
ments important is that tlu ir premises are corre ct: the 
market does subordinate* all social activity to ])ricr, and all 
economic activity to the satisfaction of the individiial’s 
wants. But is it there fore anti-social? 

Ours is certainlv a mateTialist age in which economic 
goals have* be come deified. And one may well f e l that the* 
Occident is giving up all the real values, all its heritage, all 
the things that make for the Good Life, to chase the 

♦ There is a thin! major arpument against the market sv^tem that it is 
tinal^le to ovcicome depression and unemplo\mient This is so important 
a point to-dav-~and differs also so completely from the arguments 
discussed here — that we shall devote to it the whole of the next section 
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phantom of the rising standard of li\ing. Tlic argument 
may seem a little weak to those who have seen real 
poverty — the poverty' of preindustrial countries; but even 
they will admit that material goals such as our culture 
glories in, are not the highest goals of human endeavour. 
But what is the alternative? Unless we know what to put 
in the place of the economic goals, we simply cannot act. 
Before we can throw out a going sy>tem, however bad, we 
must have something better to put in its place. The 
argument that things could not possibly be worse and that 
any change must be a change for the gcxxl, is always 
nonsense in politics. 

Of the making of utopias there is no end; and they are 
useful things as they fire the imagination of men and give 
them lights to steer by. But in politics the question is not 
what is ideally desirable. It is which of the possible 
solutions is l)est. And war is to-day the only possible 
alternative to economic progress as the organizing 
principle of social life in the Western world. This was the 
only goal which Hitler’s Nazi Germany, the most thorough 
attempt at a iion-economic society made so far, could find. 
The Nazi leaders may have wanted war from the start — 
some certainly <lid. But the tremendous popular appeal of 
Nazism was to the vague but powerful revolt against 
economic goals in the German people. The tragedy of 
Nazism was not that it provided a new outlet for man’s old 
urge for war. But it perverted idealistic and romantic 
movements which had njected economic goals as too 
crass and too materialistic, into the crassest materialism 
of the lx lief in war and conquest pre cisely because thc.se 
movements we re romantic ones, that is, purely negative 
ones. 

There is no evidence that another attempt made else- 
where would lead to a different result. To make economic 
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progress the goal of effort may be as bad and as 

deleterious as the critics say it is; and the subordination of 
other social considerations to profit can certainly bo over- 
done, and often is. But the job of social integration and 
that of allrx:ating scarce goods has to be done. And 
certainly economic progress as an organizing principle is 
more constructive and more beneficial socially than total 
war. 

If we accept economic progress as a <^ocial good — even if 
only faute de mieux — we must also accept price as socially 
constructive; it is a simple, dependable and economically 
rational m<chanhm. A society that strives for economic 
goah has to base its economic system on price, if it is not to 
liv<* in constant te nsion. But for price it would have to rest 
on political, that is extra-economic fiat. In the market 
syst( rn, economic activity is determinc'd by the same 
factors which inevitably determine productivity and 
efficiency in any economic or scx:ial system, namely, the 
cf)si factors of l.ibour, rate ofcapital accumulation, etc. In 
this sense and in this s< rise- alone — the* market syste m is a 
“naturar’ syvt('m; and for this r<‘asf)n the subordination of 
other criteria tf) that of price gives the greale\st social 
stability and the le a^t sex ial friction to a society that 
believes in < conomie’ goals. The Soviet Union, while it 
de)e‘s iK)t know a marke t in our sense', subordinates 
economic activity to price and cost just as does a capitalist 
e^conomy; for it too pre)fesses the belie f in e'conomic goals. 
The e>nly diff re iice is that the price is set by the' state in- 
steael e)f by the composite actie)n of individual consumers. 

The argume nt that the market is anti-sexaal be-causc it 
make s e'cenuimics supreme, is based on aesthetic or moral 
values. It is also usually an attack on society whatever its 
organizing principle, rather than on an economically 
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organized society. The moral and aesthetic cridcs would 
have been just as cridcal had they lived in the thirteenth 
instead of in the twentieth century; for every society must 
subordinate all other values to one guiding criterion of 
value. Hence their point is essentially a non-political, even 
an anti-political one. 

The opposite is true of the second argument: that the 
market system is anti-social because it subordinates the 
needs and wants of the group to those of the individual. 
This is an argument from politics. It leads to the most 
important conclusions regarding the political functions 
and the political limitations of the market system. 

The market system necessarily fixils to satisfy group 
needs because it centres on the satisfaction of individual 
demands. It is the definition of the market that it is 
directed to and by the individual consumer. There is 
nothing v'cry new or vrry startling in this statement; it was 
first made by no less an advocate of the market system than 
Adam Smith. Obviously, what conce rns the survival ol' 
society as organized society is a matter for community 
action. Its satisfaction can only be achieved on the basis of 
community decisions and preferences, that is, on the basis 
of political decisions. 

Herbert Spencer's demand that the market be univ^eisal, 
was a comph u* misunderstanding. The market can exist 
only as an institution of a going society. To mak<‘ it 
absolute and universal means, liowevcr, to abolish 
organized M)c:iety. Anarchism may be defensible on 
philosophical grounds; but it can never be the policy of a 
society whose first duty is to its own survival. 

A complete misunderstanding also underlies th(‘ 
demand so popular to-day that w(‘ abolish the market 
because it cannot make' political di cisions and that we 
replace it by “economic planning". This appeal rests on 
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the assertion that under a “planned economy” the 
economic system will automatically and infallibly give us the 
right and necessary political decisions. This is sheer 
nonsense and a dangerous bit of quackery. 

No economic system no matU r how it is organized can 
give us the right political decisions. Political decisions 
must always be made by political organs; and needless to 
say they can never Ix' infallible or automatic. The 
inadequacy of military^ preparation in England or in the 
United States before the war — clearly a danger to the 
survival of those countrus — was not the result of the 
market sy'stem but of the imwallingness of leaders and 
voters in the democracies to make the decision for war. 
Once this decision was taken the market delivered the war 
goods without trouble. Only our present tendency to 
search for an “automatic system” that will tcike the burden 
of responsible political decisions off the shoulders of the 
citizens can explain the appeal of “economic planning” as 
a panacea. This tendency is not confined to the sphere of 
economic policies; it is very much in evidence, for instance, 
in the field of international politics and international 
organization. It is actually nothing but a reformulation of 
Herlx’rt Spencer's search fi)r the infallible remedy against 
the burden of responsibility, watchfulnt'ss and decisions. 
And it is a grave threat to the sur\’i\'al of a free society 
which can only rest on the political responsibility and 
decisions of the citizen. An “infallible” and “automatic” 
system is simply a t\Tanny. 

The campaign for “economic planning” is thus dincted 
not against the market as an economic institution but 
against free gove rnment. It is really an argument for the 
absolutism of a LcadeT, or for the ndc of the bureaucratic 
expert. Stripped of its sales talk, tlie argument for 
“economic planning” bluntly asserts that under present- 
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day conditions no industrial society can have a free 
government and sunive. 

The absolutists of the market, and the absolutists of 
economic planning, both fail to sec* that the market system 
by its very' foundation in the satisfactions of the individual 
implies tw^o co-existent and equally important spheres of 
social life. The one is the individual sphere in which 
organized society exists only' as a tool for the satisfaction of 
individual ideals, aspirations, needs and wants; the other 
is that of organized society in vvliicli the individual exists 
only' as a tool — the term “member'" is a highly ap])ropriatc 
one — for the sake of socicty''s survival and for its ends. 
Both spheres are essential to the nature of man. Inde ed 
without them, there could be no human society'; there 
could only' be the beehive or the madhouse. The question 
— the real question of economic policy — is whe re to draw 
the line and Jiow to make one sphere l)alance and support 
the other. 


Social Needs 

If we turn first to the sphere of social needs which the 
markc’t cannot satisfy, there are efe finite areas from which 
it has to be excluded, and to which the individuars 
exonomic needs and wants are comple'teiy irrelevant. The 
classical examples are the administration of justice and the 
maintenance of internal order. Another one*, particularly 
important in the develop me nt of the* United States, are the 
“internal improve ments" which through colle ctive action 
establish the* framework for more effective individual 
action. The TVA is the best contemporary' illustration. 
But the most important case is modern war. Total war is 
the test of a society’s capacity to surv'ive. In it the in- 
dividual must be completely subordinated to socie ty— -lUit 
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only in his needs and wants but in his very' existence. 
Modem war is the ab'^nlutc antithesis of the market. If we 
were to live in p(‘rpctual total war, or only perpetually 
under its threat, the market system could not be main- 
tained. The really decisive encroaclnnents on the free- 
enterprise system during the last two generations have 
been the result of the gradual degein ration of modern 
society^ into a total-war s<x.iety. 

The determination of the areas from which th<' market 
must be excluded has never pn-sented much of a political 
pr(d)l(‘rn. It is a simple matUr of obvious necessity. All 
that has to !>e ^aid here about ihf se problem^ that it is in 
th(‘ Ix'st intenst of society to make* a clear decision which 
ar<‘as an* punly pilitical, to formulate unambiguous 
policies for their administration, and tf) establish strong 
organs of government to carry out th<*se policies. Also 
the attempt must be mack* to utilize the citiz( n’s imagina- 
tion and initiative to their fullest extent in these spheres. 

Problems of <‘conomic j)oIicy prop< r only' begin when 
we trv to ('sta])lish the limiiati(»ns on the operation orth<‘ 
market in those areas where tlie market can and should 
operate but ( annol b(‘ allowed full sway in the interest of 
s<K'ial stability. 

^A'<TVthing in tli<' market is a “commodity''’. Every- 
lliing is a fac tor in production to be organi/('d according 
to economic rationality'' and valued according to its 
price on the market, but no society can allow labour, 
j)hysical resource's oi’ land or e(]uipment and money 
to ])c treated as “cornnKxlitit s". Labour is man. Land 
and capital equipment an' his environment and his 
productive resources. Money' and credit are the social 
organization itself which brings togetlu i man and his 
I'esouiTc's. Clearly, all three must be preserved for 
so( ietv to sur\'ive . Thu' market cannot b<' allowed to 
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dc<?rroy tliem nor to destroy tiieir stability.* To limit the 
operations of the market for the sake of the maintenance of 
the social fabric hits been the purpose of most of our 
^conomic policy in tlie last luindred years. It is the 
rationale for the regulation of work and employment, of 
the lalx>ur of women and children, of the conservatk>n of 
natural resources, of central banking, of slum clearance, 
but also for the supei vision cf the trade in narcotic drugs. 

A special problem — in itself of considerable magnitude 
and difficulty — is the limitation of the effect of economic 
change on the social fabric. The whole purpose of the 
market system is change, namely economic expansion. 
But society requires a considerable stability and pre- 
dictability to survive. Above all the individual can only 
function in a social habitat with which he i^ familiar, 
which he understands and for which he has traditions. 
Even in this most mobile country, th(‘ ‘‘mobility of 
labour’' — to use the economist’s ternr — is very low. 'Elu^ 
Oklahoma farmer, “tractoied" off his land beeom(*s an 
“Okie”, without social roots, disinte grated and himself a 
disintegrating force. The woiker in a towai that has lost its 
industries, cannot simply pull up stakes and go (‘Isew^here. 
He is tied bv hundreds of bonds -family, liome* ownership, 
friends, church, even by his debts. And our greatest social 
post-w'ar problem w'ill l)e the* scKual eflect of e conomically 
nec('ssary change on the social unit of the' family farm. 
Especially pressing will be the problem of the' millions of 

* This IS a ^iiminarv of tin* mam point of Karl Pol.uuj's 1 he (rirat 
1 } ansfounatx' >i (New ^'ork, T044) only i[iiaricl witli this profound 
book IS that tin* aiitlior falls himself prey to the economu absolutism ho 
so deplores in oth'Ts \ot only <lot*s he fail to see the role of war in the 
shrinking of the market sphere, he believes that the market must either 
lie absolute and uni\ < rsal, or cannot be at all IJence he concludes from 
the necessity of limitations on the operations of the market that the 
market has no sphere at all m which it can exist and operate 1 see no 
logical 01 political justification for this conclusion 
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Southern cotton share croppers whose whole existence 
threatened by the mechanical cotton picker. No doubt, 
the replacement of the economically most inefficient share 
cropprr by the efficient machine should eventually result 
in a higher income for all, including the displaced share 
cropper, or their descendants. But where will the five or 
eight million share croppers go, and wdiat will they do? 
And what about (he sfK'ial and economic fabric of the 
South of which they have been the warp? Surely a sudden 
displacement of th<* share croppers would be a social and 
political catastrophe not only for the South but for the 
whole country. At the same lime to maintain by political 
means the so<'ially and economically obsolete system of 
coUon share cropping in the fact* of technological advance 
can only lesult eventually in evrn worse catastrophe; with 
every year the adjustmt nt will become inon* difficult, the 
status quo less tenable. In dealing with the social effects of 
economic change we clearly have iK)t only to solve the 
problem of limiting the market but that of making it 
operate* as well. 

Where the line has to be diawn that limits the market, 
and how it is to lx* drawn can f)n]y lx- de cidtd if wc 
juxtapose the political and social fuiu lifms of the maikct to 
its limitations. As the example of the ca»tton share cropper 
shows, the economic i ationalitv'of price* supplies a constant 
gauge* of political de*cisions affecting the economic sphere. 
If we elecide* te> maint un the* ee>tt<m share e ropper in spite 
eif his e‘eone)mic e)l)se)I( cence', the market will shenv us not 
only he)W much this elecisiem ce>sts in terms of national 
wealth and income but abe) how great a di^'cre pane.y 
el‘ vele)ps betwe en e*cone)mic anel social rationality. With* 
out such a yard-stick we simply could not liave a policy at 
all. We would either have to let le^ose tlie technological 
forces all at once and risk social upheaval now, or keep 
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the machine out altogether and ensure eventual total 
collapse. With the market as a yard-stick wc can have a 
policy of gradual adjustment, difficult though it will be. 
The existence of the market is thus a prerequisite to any 
policy that aims at controlling the impact of change, at 
least as long as we want economic expansion. 

There can be no adequate substitute for the market in 
(his function, precisely because it is based on the decisions 
of the indi\idual consumer. Not that the individual in his 
economic decisions is necessarily wiser or less given to 
mistakes than would ])c a well-trained economic expert. 
But the mistakes of the individual are small mistakes 
because his area of operation is small; and because there 
are so many individuals, their small mistakes, setbacks and 
catastrophes (end to balance each other. With a few 
economic dictators in command — such as a group of 
economic plaiimrs — the economy would proc(‘ed in a 
series of viok nt fluctuations and with the coiv tant risk of 
catastrophic misl:ikes. It is no accident that tlu' Sovi(‘t 
economy works on the highest profit maigin of any 
industrial country; the risk of catastrophic mistakes, such 
as led to the great famines of the early thirties, is very much 
greater under a Five-Years Plan than in an economy which 
is ruled by those millions of very small bosses, the con- 
sumers. 

In a society like ours wliich bt lieve s in (‘conomic goals, 
we could not liavc a successful social policy unh'ss we had 
the principle of economic rationality which the market 
gives in pric(‘. The very delineation of the areas where the 
mark( t cannot be allowed to operate freely depe nds on a 
funedoning economic yard-stick. The* interests of society 
for the sake of which we have to limit the market are by no 
means harmonious. What is more important for society — 
to abolish shims through cheap housing or to maintain thr 
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social security and traditions of construction workers 
through restrictions on methods and materials? A 
decision can only he reached if these conflicting interests 
can be expressed in the same terms, that is, in terms of 
their ( ifect on ce)sts and prices. Without the common 
denominator of price, every singk* derision of social pejlicy 
wT)uk! be a political duel l)eyond ( ompromi^e, and to be 
decided soh ly by political pressure. Above .all, without 
the yard-stick of pric<% we could not measure ihcVffcct of a 
social policy on economic efficiency and productivity. 
And th(‘se ( ffects are a genuine concern of policy not only 
in any society that strives fe)r economic expansion but in 
any society that wants to survive. For the efficient 
utilization of its economic n sources is a prerequisite to the 
physical survival of a society and of its members. 

The Individual Wants 

So far iheie has been link or nothing in our argument 
with which the confirmed socialist could not liave agreed. 
But at this point he would take is^ue with u'‘: “Nothing 
you have said so far, is really an argument f(;r the market, 
th.u is for* basing economic <!( visions on the whims and 
prefi'Knces of the individual consumer. You have* only 
shown that in a ^'ori< ty that strives for (Tiuiornic ( xpansion, 
economic jroluics and dteisions must be bast'd on 
economic rationality, that is, on price. I fully agree; but 
you don’t need a market to have price. Look at the 
Soviet Union which subordinates etonomic (h'cisions to 
price without subordinating them to the individual 
consumer. You argue that a price that is based on com- 
|)eiilion, that is, on the decisions of a multitude of small 
consumers, is a more ndiable yard-stick and corrective 
than a prict' that is based on the calculations of economic 
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experts under an over-all plan. I think that you tend to 
over-estimate the efficiency of market competition and to 
undcr-estimate the possibilities of “socialist competition”, 
that is, measurement and correction based on the objective 
yard-stick of cost accounting. But even if you sliould be 
right, it would prove only that a socialist system would 
need a somewhat larger risk-premium in the form of a 
higher profit margin. That, ho\\e\'er, is a very minor 
matter compared to the tremendous advantage a socialist 
sNStem gives in terms of social strength by milking the 
satisfaction of society’s survival needs paramount." 

Our hypothetical socialist is quite right: everything said 
so far dealt with price and cost ratluT than witli the 
spf cific price of tlu‘ mark(‘t, that is with price determined 
by individual demand. There is only' one thing he over- 
looked — a society whicli considers economic goals to be 
social ends, can be a /ree society only if its major economic 
decisions are made on the basis of the individuars 
economic wants, that is, in and through a marked. 

Thi'. point is usually presented to-day 111 the argument 
that a colhetivist econtnny would dcniand an .ibsolule 
government. This is tnu ; but why' is it true? Wliy^ is the 
socialist counUT-argument incorrect that fret'dom could 
and would be pn served through th(‘ popular control of the 
economic organs of the government? Tlu* answer is that 
no society can be free in which the ( ilizen’s self-inU nsst in 
the socially eonstitiitive splun' is in continuous and 
inevitable conflict with the self-intenst ofscKuety. If this 
happens the citizen must be prevented from ff)llowing his 
self-interest. His actions in the \ery spher(‘ in which 
lie the social goals, must be (h riied, controlled or sup- 
pressed. Government must be supreme* and absolute; 
the citizen canne)t be allowed te) contred, direct and 
supervise it; he cannot be allowed ewen to participate in it 
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except, perhaps, in such shams as the Nazi “plebiscites”. 

In a society striving for economic expansion, the 
socially constitutive sphere is the economic one. Such a 
society therefore can only be free if the individual citizen’s 
economic desires and decisions arc socially effective and 
the determinant of the society’s economy, that is, based on 
the market. If, as all collectivists assert, the individual’s 
economic decisions are anti-social and cannot be allowed 
to rule the economy, social good and individual good in an 
economic society would be in basic conflict. The govern- 
ment would certainly have to be in full control of the 
economy, and all economic decisions would have to be- 
taken on the basis of the good of the group, that is, by 
political fiat. In that case, a society striving for economic 
goals could never be .a free society. It would have to have 
an absolute government over which the anti-social self- 
interest ofthe individual could not be allowed any control. 

The relationship between the self-interest of the citizen 
and the interest of society is the most fundamental 
question of a free society. For there is no doubt that these 
two interests are never the same. Plato and Rousseau 
attempted to resolve the conflict by (-ducating away the 
self-interest of tin- citizen, the pliilosophical anarchists 
such as Herbe rt Spencer by denying the reality of society. 
Neither attempt can be successful. But the- market, 
however limited and incomplete, e ndows the economic 
self-interest of the individual with social efficiency and 
effect ivr ness. Hence the- market, that is the use of the 
individuars economic decision as the governor of the 
economy, make s possible a free government in a society 
striving for economic goaK. 

Freedom is an article of faith, and not a law of physics. 
It is perfectly possible, therefore, nen to believe in it. If the 
collectivists have no faith in it they cannot be proven 
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wrong. Also, freedom does not come by itself but requires 
great and constant human effort. It is perfectly possible to 
hold — particularly for those who do not believe in freedom 
anyhow — that despotism is much easier. But one argu- 
ment is impermissible — tliat a free society is less efficient 
and less stable than a despotic one. Precisely because in a 
free society there is no conflict between the d( sires and 
decisions of the individual and those of society, a free 
society suffers far less from friction and has far greater 
stability and far greater reserves of vitality than a despotic 
one. For it uses the self-interest of the citizen in the social 
interest instead of fighting it constantly. This is only a 
secondary argum(‘nt for those* who, like the author, belie* ve 
in freedom as an article of faith and as commanded by the 
nature of God and of man. But since we have been 
concerned in this chapter with social stability and sui*vival, 
we might pr)int out that the market contributes to both 
because it makes possible a free economic society. 

As long as we accept economic progress as a social good, 
the market is thus both, indispe nsable to a free society and 
indispensable to economic stability and functioning. 
Without price, that is without economic ratioiuility, a.s the 
determinant of economic action, wi* could not have an 
economic society. Without market price we could not 
hav(’ freedom in an economic society. Wliile the social 
interest demands limitation of price and market, it also 
demands tlie fullest possible utilization of the political and 
social pot< ntialities of the market. Hence, regulation and 
intervention in tliese fields should never take the form of 
direct political control, and of substituting political fiat for 
market action. It slioiild always be confine d to the se'tting 
of the limits witliin which the marke t is given full play. 
There can be — and there is — considerable* disagreement 
where those limits should lie in specific cases. They must 
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be broad enough to allow the market its work of correction 
and integration; society’s need to impose a limit on the 
market for the sake of a social interest in need of pro- 
tection should always be weighed against the effect of the 
limitation on the operation of the market and on society^’s 
interest in economically efficient production. The market 
is neither a perfect nor an all-embracing institution. But 
within it'i limits it operates in the social interest. 


Is Fri I. Employment Possibit? 

1'he (|uesU(>ns (li^'Cii^scd "-n far- -monopoly and bignt*^^, 
profitability, market and inaikci price, profit motive — 
have l)e('n with us for over .i century. For the most part 
this chapter has done little but sum up a traditional debate. 
Rut, as has become dear during the last ten or twenty 
years, the future of the industrial system will not be 
decided by the answer we give tf) the cla^^sical questions 
of economic policy, but bv its ability to provide full 
employment. If the free-enterpris(* system fails to main- 
tain full (‘mployment, it will not sur\'iv<\ whatever its other 
advantages. If it solves the full-employment problem it 
will have the support of the great majority of the people in 
this country. Full employment has become the touch- 
stone of America's economic system and the focus of our 
economic policy. 

A great deal can Ik* said against the current belief that 
full (‘mployiiKTit is the gre atest economic good, and that 
unemployme nt is the greatest economic evil. Catastrophes 
rarely occur twice in the same manntT. And the means 
adopted afte r one catastrophe prevent it^ recurrence are 
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usually ineffective against the next. Hence it may well be 
that in concentrating on the prevention and cure of 
unemployment, wc are preparing against the last de- 
pression rather than against the next one. Nevertheless, it 
is right to sec in employment a crucial test of the social 
efficiency of our economic system. Long-term un- 
employment has not only disastrous economic con- 
sequences; it endangers the very cohesion of society. The 
(hronieally unemployed has been deprived, without fault 
of his own, of his full citizenship, of his standuig in the 
community, and of his self-respect. A stK'i('ty in which 
citi 7 en^hi}L standing, and self-respect dej>end upon such 
uncontrollable an<l incomprehensible forces as tliosc* 
unleashed by a depression, cannot possibly hold together 
or make ^en^e to its members. No industrial society lo-day 
<\in tolerate long-term unemployment or can alford to run 
the risks inherent in it. Industrial .>ociety, as tins last war 
lias proveeb can stand severe economic dislocations and 
slmcks if only reasonably full employment is guarantc'ed. 
We must therefore subordinate all the questions discussed 
<> far in this chapter to th< one: can full employment be 
obtainc d uiuh r tlie free-enterprise system with its large 
corporation^? 

“Full employment” is as ambiguous a term as such 
slogans u ually are. If we ask wlu ther tlu* fiee-enU rprise 
' vstein can guarantee ev<Ty man the jol) lu wants to have 
01 i^ (jualifK'd to do, the answer is a •‘liaiglit “No”; nor can 
any o'hci system gi\’e such a guarantee. Nor could wc 
provid(‘ a permanent surplus of jobs — the (hunand made 
by Sir William Bev<Tidge among others. The resulting 
inflationarv pu^sure would soon cut both pioduetive 
effici( ncy and purchasing power and thus bring about the 
very unemployment we try to prevent. Altog(ther we 
would not want to eliminate economic fluctuations. Ri^ks 
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can be abandoned only if we also give up the chances. 
Complete stability means complete rigidity and stagnation. 
What we want is to prevent large-scale, long-term 
unemployment and to give all men with the ability and the 
will to work a reasonable opportunity to support them- 
selves by their own lalx)ur. The ri^ks and fluctuations of a 
normal labour market arc perfectly bearable socially and 
economically. But we cannot stand the abnormal labour- 
mark( t of a catastrophic depression. 

So much has bet n written about full employment and 
the preve ntion and control of economic depressions that 
the layman as well as the economist finds himself lost in 
the maze. Apparently, no iv^'o writers ever agree on the 
nature of the problem nor on its cure. Nevertheless, out 
of this copious and emotional di^ciLssion, several major 
conclusions have emerged. 

First, it lias become quite clear to eve rybody but a few 
e conomic theoreticians battling over technicalities, that it 
is not of first importance to know' the economic causes of 
depressions. Not only dex\s it seem highly probable that 
there is no one single cause of economic depressions but a 
multiplicity of interlocking causes. It has also become 
almeist certain that none of the so-called causes — “tentative 
hypotheses” w'ould be a more nearly accurate way of 
describing them — an* really responsible for the depression. 
They serve only as the release. The real root of a de- 
pn‘ssion is the structural complexity of the modern 
industrial system — that is, something we cannot cure or 
avoid. It w'ould be just as reasonable to forbid people to 
use fire for heating, light and cooking in order to avoid 
burning down the house, as to try to avoid economic 
complexity to escape depressions. Economic complexity is 
a condition of productivity. Wc know also that the 
paralysis w^hich tends to afflict a modern economy in a 
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depression, and which makes it a chronic depression, is not 
economic in nature. It is caused above all by the social 
dislocations and psychological shock of the depression 
itself. Economic policy must thus concentrate less on 
eliminating tlie economic causes of d('pn‘ssions, whatever 
they may be, tlian on overcoming the depression-caused 
inability to get going again. 

The experience of the last twenty years has shown us 
that the traditional counsel to let the economy cure itself 
has become irrelevant. It may be perfectly true that a 
depression, if left alone, will ultimately provide its own 
cure. But the patient will have died of exposure and shock 
by that time. Modern industrial society simply cannot 
stand the social wreckage of prolonged unemployment and 
stagnation. However correct th(‘ economic theory of the 
advocates of a ‘‘hands off” policy may be, they fail to 
understand that a major depression is primarily a social 
and political threat. Every industrial country must 
therefore adopt a policy of positive action and intervention 
in case of depression. 

Further, while we know very little about the causes of a 
depression, we do know a good deal about the cure. It has 
taken us a long time to learn the obvious — that chronic 
unemployment is the same thing as a failure to employ our 
productive resources to their full capacity. Once that is 
clear, however, we can see that the way out is to product*. 

A depression will not occur as long as the production of 
capital goods is maintaim d. In any depre ssion, whatever 
its cause, employment will be re stored by a rise in the 
production of capital goods to the level needed to sustain a 
normal economy. Though only a part — normally about a 
quarter — of a nation’s industrial volume, the production of 
capital goods determines total business. The largest 
volume of consumer goods production, on the other hand. 
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will never by itself overcome a depression or restore 
employment; all it can do — as we saw in 1936-7 — is to 
create a deceptive “pre>«;perity without cmplo>inent”. 
We have but io contrast the failure of all attempts to 
overcome unemployment by doctoring its causes or by 
subsidizing consumption — ^ucli as the New Deal in this 
country or the pf»licy of the National Gov<Tnment in 
England from 1931 to 1938 — with the success of all 
policies which simply put capital goods industries to work 
such as those in Sovi< t Russia, in Nazi Germany, and 
finally, after the outbreak of the war, in the democracies. 
And in a country whicli lik<‘ the United States is largely 
independent of foreign supplies and of foreign markets, 
reasonably full prrxluction is always physically and 
ecoiu)mically possible given the will and the imagination. 

It follows that all attempts to solve unemployment by 
indirect m<‘ans arc completely inadequate. This applies 
particularly to monetary policies, such as were the arcana 
of the New Deal. We have learned a great fleal about 
monetary policy since 1914. One of the main lessons has 
been that monetary policy is only an auxiliary, though a 
very important on<\ Failure on the part of th(‘ lay public 
to understand this may beccune a real dangc r at the onset 
ofanolluT de pression as it may force the government of the 
day, whether Republican or Democratic, to fall back 
automatically on New Deal moiu tary policies as the 
“safe” and “traditional” coure. Ihil while these policies 
by their ve ry novelty and incomprehensibility had a 
certain ])sychological effect in the* nine te en-thirties, they 
will fail miserably the next time they are tried — thus 
inviting the demagogue to ride to power on the popular 
demand for a working depression policy. 

It is often iisserted that depression and unemployment 
are “i apitalist” phenomena and could not possibly occur 
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under a socialist s^'stem. But evcr\Thing wo ha\'c learned 
about the anatomy and pathology of the depression 
contradicts the claim that economic fluctuations depend 
on the o%\Ticrship of a society’s economic resources. A 
socialist system is subject to the same economic stresses and 
strains as a free-i'nterprise s^-Ntem of comparable in- 
dustrial structure. What matters is not that the economy 
in a socialist state is socialist but that the government is 
absolute. For that enables it to inter\Tne directly into the 
allocation of economic resources between production of 
capital goods and production of consumers’ goods. It is 
the increase of capital investment — that is expenditures 
for the production of capital goods — which kee])s pro- 
duction as a whole going. If the fre(‘-enterprise system 
finds a way to keep up the rate ofcapital inv( stmc'iit in the 
face of a depre ssion it can do as well as anv socialist state, 
and without gi^'ing the government absolute powers. 

But even thougli the absolute government of a socialist 
state has th(‘ pow(T to order the production of capital 
goods, it knows as little as the government or th(‘ busim ss- 
mcn of a capitalist country what capital goods !<► produce. 
Actually no iaiist ^tate to date has really solved the 
problem. N( it her Soviet Russia nor Nazi Germany have 
been able to find any other onth t for their forced capital 
investments but w'ar pHuliution; nor, so far, have* tlu' 
democracies. Hie last depre'^^’on was ovcTComc' every- 
where only by producing for war. If war production 
should remain tlie only vv\ay out of' a long-term de pression, 
industrial society would be reduce d to the choice betweem 
suicide through total war or suicide through total de - 
pression. 
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The Business Cycle 

Thfr first problem of a full-cmployTncnt policy is to 
generate capital-goods production during a cyclical 
d< prcssion. In the last cyclical depression the New Deal 
tried to stimulate the production of producers’ goods by 
subsklizing the consumption of ^ consumers’ goods. It 
failed Ixxause th(‘ existing producers’ goods equipment was 
sufficient to accommodate substantial increases in con- 
sumer-demand resulting from government spending. 
There is no reason to Ix lieve — in fact, there is every reason 
to disbelieve — that any repetition of the New Deal policies, 
even on a much more sweeping s< ale would have a 
difk rent result. That is, indeed, openly admitted in the 
new theorks of the same economists whose ideas were 
respf)nsi!)Ie for the Nc w Deal policks. Instead of demand- 
ing (lefuit vp(‘nding to stimulate consumer expenditure 
their new programme calls for d( licit spending on 
producers’ gf^xls in the form of a large and well-prepared 
programme of public \voiks.* 

The tliinking that has gon<‘ into this programme is far 
m(>re realistic than most oi* th(' id(‘as so far j^roduced by 
private enter ])riM\ At 1< a^t the government economists 
scjuarely face the issue of production. It should also be said 
that a programme of public works on a sufficiently large 
scale miglit hav^’ a fair chance of overcoming unemploy- 
ment provided it is accepted by the people; after all, 
economically qx aking, war production was nothing but a 
public works programme. There is no doubt that wr shall 
adopt such a programme of government-financed and 
gov(Tnment-riin public works, if there is no other way out 
of a depression. 

• The best short statement of this programme was ^tr Henry Wallace's 
testimony before the Senate Commerct* Committee in January, 1943. on 
th# occasion of his nomination as Secretary of Commorct 
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It would be pointless to deny that the case for a govern- 
ment-sponsored public-works programme is a strong one. 
But it does not really answer the question what public 
works wc shall pioduce. Many of our planners seem to 
believe that all that is needed is a mechanism, and that the 
decision what to do wath it wall take care of itself. This 
makes it appear more than likely that, in an emergency, 
the public works actually undertaken will necessarily 
consist of armaiui Ills pixxluclion. Everybody is in favour 
of national defence; patrir>tism — or its imitation — is always 
safe in politics. It is also the one large-scale production 
programme which we have the experie nce to organize and 
run. Finally, it can go on for ever as no country bent on 
arming itself has ever had a strong enough army or a large* 
enough navy. 

This should luU be mistake n as an argument against a 
strong peace-time* defe nee programme. On the contrary, a 
consistent policy of national pre'paredness is certainly 
necessary and desirable. But it would be disastrous — 
above all to the iiatiemal elefence of the ce)untry — if 
armaments were to become the me ans of providing 
employment rather than the outcome e)f a eonsidered 
national defence* policy. It certainly would not be in the 
interest of national de fence* to subordinate it to the 
requirements of the dome stic economy. Nothing could be 
less conducive to peace or to *^eeurit v. For if this country — 
or any other of the great powe rs -wt re to make its defence 
programme a function of iU' domestic emple^yment 
situation, it would become impossible to conduct a con- 
structive and well-thought-out fore'ign policy or te) 
develop any lasting international collaboration. 

Moreover, the almost complete control of capital invest- 
ment by the government that is implied in such a pro- 
gramme must corrupt our system of government. Political 
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power would become the main means to economic 
advancement and gain. The government itself would 
become the football of selfish interests out to divert the 
stream of government cash into their pockets. It is no 
accident that the rise in the number of pressure groups 
during the* last twenty years parallelecl the extension of 
governme nt control and intervention in economic life. It 
is also no coincide n< e that the vt rv' plannc rs who are most 
convinced that a government programme* of public works 
is the only salvation of popular government, arc also the 
yieople who proclaim most loudly that we mast leave 
policy milking and administration to tlie expert bureaucrat 
riither than to '-ubmit tlu^m to popular dinnrsion and 
decision. 

Finally, the advoenUcs of a government-sponsored 
public-works pr(»gramme teaid to forgc't that such a 
programme would have to be justified as an ‘\mergency 
measun ” lik<‘ th(' New 1 )< al spending polic ies. Eviui if the 
go\7 rnnit nt planners ( all their programme* ii “plan to 
promote free* e*nte*rprise’\ as has lately become* tin* lashion, 
public works weuild be regarded as a tempe)rary expedient. 
This woulel re vive* the tension be tween the be'liefs of a large* 
p<irf of the* population and the* prae tie e^ of their govern- 
ment, whie h lun been suc h ;i marked fe ature* of tlie Ne'W 
D('al. Such a e le'aviige* tends to disorgani/e not only the 
])(>lilu;al but als<» the economic system. And like* the New 
De al's “.spenclnig-lending", a pre)gramme eif public we)rks 
may we 11 fail to ge t the e conomv going again; its employ- 
ment-creating elfect would be* e)frset by a steady shrinkage 
in the prKate* si rtor of the ece^uiomy. The politics e>f a 
public-weuks jirogramme might thus easily defeat the 
iconomics. Re covery wenild be only appare nt as it was in 
1037, and not real. We* would become dependent upon 
ever-increasing ‘Miots in the arm" like a drug addict, 
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ind might finally be forced into state-*^ocialLsm by default. 

This should not b<‘ mistaken for an argument against 
Dublic works sueli. The old American tradition c>f 
‘internal improvements", in which the Tennessee Valley 
Authority stands, is an excellent one. There is plenty of 
*oom in this country for a large-scale programme of' 
‘internal improvements'’ — liighwav's, irrigation and p(nvt'r 
projects, reforestation or waterways. How'ever, tluse 
necessary and beneficial projects could only be harmed 
grievously bv being sul)ordinated to the employment 
n<‘cds of the ( conomy instead of being undertaken in the 
national interest. Their usefulness and the^r Ixncfits 
would seriously be impaired were thev to be mad(' 
political projects designed not to strengthen America's 
permanent economic structure but to prewide emt rgency 
relief. To be efficient and ‘^lUi'^ssful a public-works 
programme must not be subordinate d to politic al or social 
considerations alien to it. Tlu* lA'A is an ( xainph*. It 
succeeded only after it had ceased to be run primarily as an 
experiment in “planned living'’ and as a stick with whicli 
to beat business, and concentrated — in collaboration with 
business— its own jobs: flood (’ontrob y)ower supply, 
land rc habilitation. 

A good many of tlie advocates of planning admit all this. 
But they contend that the re is no alternative and that only 
the government can effectively provide production and 
employment in a depression. It was indeed true that 
only the government could have provich cl the caiieumer 
purchasing power on wdiich the “old” New Deal based 
itself. But investment in producers’ goods is something 
very different. 
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power would become the main means to economi 
advancement and gain. The government itself woul 
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public works would be regardexl as a temporary' expedient. 
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ment, whi< h ha^ !)een such a marked featur(‘ of the Ne w 
D(‘al. Such a < leavage tends to disorganize not only the* 
political but also tlie ('e:onomic system. And like the New 
De-al’s “speiKling-lending", a programme of public works 
may well fail to ge't the economy going again; its employ- 
ment-creating ( fleet would 1)e offset by a steady shrinkage 
in tlie prival(' st'ctor of the' economy. The politics of a 
publie-we^ks pre^gramme might thus easily defeat the 
economics. R( covery would be only apparemt as it was in 
1937, and not real. We would become dependent upon 
ever-increasing ‘Miots in the arm'’ like a drug addict, 
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and might finally he thrced into state-socialism b) default. 

This should not b(‘ mistaken for an argument against 
public works as sucli. The old American tradition ol' 
“internal improvements", in which the Tennessee Valley 
Authority stands, is an excellent one. There is plenty ot' 
room in this country for a largt'-scale programme of 
“internal improvemeiiLs*' — highways, irrigation and power 
projects, reforestation or waterways. However, these 
necessary and beneficial projects could only be harmed 
grievously by being subordinated to the employment 
needs of the economy instead of being undertaken in the 
national interest. Their usefulness and ihcT benefits 
would seriously be impaind were they to be nnuU' 
political projects designed not to strcngtlu'n America's 
permanent economic structure but to provide' emergency 
relief. To be efTicient and ^^iKce^dul a public-works 
programme must not be subordinated to politic al or social 
considerations aliem to it. The T\'A is an (xampU', It 
succeede d only after it had ce-ase el to be 1 im primarily as an 
experiment in “planned living'’ and as a stick with which 
to beat business, and cone:entratcd — in collabe^ration with 
business— on its own jobs; flood control, pe)wer sujiply, 
land re habilitation. 

A good many of the advoe ates of planning admit all this. 
But they contend that the re is no alte rnative and that only 
the government can effectively preivide* preiduction and 
employment in a depression. It was indeed true that 
only the gove-rnment could have provided the comumcr 
purchasing power on which the “eild” New Deal based 
itself. But invenment in producers’ goods is something 
very different. 



BIG BUSINESS 


274 

power would become the main means to economic 
advancement and gain. The government itself would 
become the football of selfish interests out to divert the 
stream of government cash into their pockets. It is no 
accident that the rise in the numlxT of pressure groups 
during the last twenty years paralleled tlic (‘Xtension of 
government control and intervention in economic life. It 
is also no coincide nee that the v( ry planm rs who arc most 
convinced that a government programme of public works 
is the only salvation of popular government, arc also the 
people who proclaim most loudiv that we must leave 
polic.y milking utkI administration to the expert bureaucrat 
rather than to ‘'ubmit them to popular diTU'-sion and 
decision. 

Finally, the advocates of a government-sponsored 
public-works prcjgramme tend to forget that such a 
programme would have to be justified as an “( mergency 
mea’^un ” like the N(‘w Deal spending polic iev. Favii if the 
gove rnment planners ( all their programme a ‘‘plan to 
promote free enterprise’', «is has lately become the liishion, 
public works would be regarded as a temporary expe dient. 
This would r< v'ive the tension between the hedie of a large* 
par^ of the population and the prae tice* of their govrrn- 
inent, whie )i lias been such a marke el feature of the New 
Deal. Surh a e leMV'age* tends to disorgani/e* not only the 
j)(»litie:al but aK<> the economic system. And like the New 
Deal’s “spenehng-lending”, .1 programme ofpul)!ic works 
may well fail to get the' economy going again; its employ- 
ment-creating elfe'ct would be offset by a ste*ady shrinkage 
in the private sretor of the economy. The politics of a 
public-works programme might thus e-asily defeat the 
economics. Re covery vv enikl be only apparent as it was in 
1937. and not real. We would become dependent upon 
ever-increasing 'Miots in the* arm" like a drug addict, 
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and might finally be forced into state-socialism b> default. 

This should not hr mistaken for an argument against 
public works as such. The old American tradition of 
“internal improvements'', in winch the Tennessee Valley 
Authority stands, is an excellent one. There is plenty of 
room in this country for a large-scale programme of 
“internal improvements'' — highwav's, irrigation and power 
projects, reforestation or waterways. However, tlusc* 
necessaiA' and beneficial projects could only be harmed 
grievously by being subordinated to the employment 
needs of the economy instead of being undertaken in the 
national interest. Their us('fulncss and the’V benefits 
would seriously be impaired were thev to be mach' 
political projects designed not to strengthen America's 
permanent economic structure Init to provide* emergency 
relief. To be efficient and « ^dul a publie -works 
programme must not be suliordinatc rl to [Hilitical or social 
considerations alien to it. The TVA is an (xampk*. It 
succeeded only after it had ceased to be 1 un primarily as an 
experiment in “planned living'’ and as a stick with which 
to beat business, and conca iurated — in collaboration with 
business— on its own jobs* flood control, power supply, 
land rehabilitation. 

A good many of the advocates of phnining admit all this. 
But they contend that th< re is no alo rn.itive and that only 
the government can effectively pro\id(* production and 
employment in a depression. It was indeed true that 
only the governme nt could have pre^vided the* consumer 
purchasing power on which the “old" New D<‘al based 
itself. But investment in producers’ goods is something 
verv' different. 
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Challenge to Business Leaders 

It is perhaps the greatest weakness of American business 
leaders to-day that they have not scrioasly come to grips 
with the question of full conployment. If the large 
corp<jrations do not offer a eomiructivc and positive full- 
(‘mploymcnt policy, they concede defeat without a fight. 
I’he demand to let nature take its course is not a policy at 
all. Indeed it amounts to an abdication of the leadership 
which Big Business claims. It is an admission that only the 
government can do something constructive. There are 
some signs that the large coi*porations are beginning to 
realize their responsibility, and that they arc coming out 
of the state of shock which has paralysed their social and 
political imagination since the Depression. Signs of a new 
attitude are the concern of business leaders with re- 
conversion, resettlement of dislocated workers, and re- 
employment of veterans, and the work of groups such as 
the Committee for Economic Development. But the real 
problem has yet to be tackled and tackled right away. 

Actually the challenge of unemployment provides 
business with one of its greatest chances. It is possible to 
provide full employment on free-enterprise basis, 
notwithstanding the contrary views oftlie planners. The 
following pages do not pre tend to present solutions. They 
only try to show how the problem might Ik' attacked and 
fn)m what angle. 

Any attempt to work out a full-employment policy must 
start with the realization that the advocates of govern- 
ment-sponsored public works are right in tw'o of their 
fundamental assertions. The problem of unemployment 
has to be attacked directly by providing work for the 
producers’ goods industries. Also in a modern industrial 
economy the time unit of economic life is not the calendar 



POLICY IN AN INDUSTRIAL SOCIETY 

year but the business cycle of seven to fifteen years. On 
this realization rests the demand of our planners that 
government base its policies on a ten-year "Mverage” of 
capital investment. The business cycle is roughly equal to 
the average lifo-^^pan of capital equipment during which 
it has to pay for itself and at the end of which it has to be 
replaced. Ten to fifteen years is also the average develop- 
ment period of new industries, new products, and new 
processes;, from the laboratory stage to that of successful 
commercial production. For the farmer the calendar year 
is indeed much more than a convi'iiient measurement; his 
production cycle actually runs from harvest to harvest. 
But to apply the farmer's unit of economic life to an 
industrial economy, except as a conventional measure- 
ment, cannot be justified: yet we I(‘t the calendar year 
determine our economic thinking and our economk- 
policy. The proposal of the advocates of public works to 
spread the capital inve stment of an economy over the 
period of the business cycle is, therefore, esseuitially sound. 
But docs it really recjuin' governme nt control and large- 
scale deficit financing to accomplish a reform of the 
measuring unit? 

Wc would achieve practical Iv all that is promised by the 
public-works programme — and achieve it on the basis of 
free enterprise- -by an elementary reform of our fiscal 
system whie h wemld make it confe)rm to the facts (jf modern 
economic life. 

Our fiscal policy to-dav applies the convtTiti^m of the 
calendar y< ar like a strait jacket to our industrial economy 
which makes practically impossible business inv(‘stments in 
bad years. Our revenue laws all but completely separate 
the financial results of one year from the finamaal results of 
another year. January first, or the beginning of the new 
accounting year, are pcants at which, according to the 
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fiction on which wc base fiscal policy, industrial life starts 
all over again from scratch. The one highly inadequate 
exception is in the provision which allows the deduction of 
losses incurred during the past two years from current 
profits — and even that is regarded as an unjustifiable 
concession by the fiscal mind. 

The hold which a compk tely obsolete time -cf^nv'ention 
has on our fiscal policy shows evTn more in our failure to 
grasp the obvious fact that a m w business during its first 
years is not an economic adult ])ut an economic child, who 
needs special protection. Nobody would put a soldier’s 
pack, complete with rifle and tent, on the shoulders of a 
six year old and expect him to be alj>le to go through a 
twenty-mile forc<(l march; yet, in its treatment of new 
vTnfures, our fiscal sy'^lc in does just that.’*' 

A change from an annual basi^ of taxation to a cyclical 
one would not, of course, n place' annual tax pav ments by 
a payment made once c v'l ry ten yt'ars on the ov'cr-all 
profit a c yclical period. But just as wv have succeeded 
in the payment of the individual income -tax to combine 
“pay as v'ou go“ taxes with an ultimate asse ssme nt of an 
annual tax, we can ea'^ily combine annual business taxes 
on a preliminarv pro rata basis with a final adjustment 
payment once every te u or twelve years. While payments 
would be annual the ba^is would be cyc lical returns. 

A cyclical approacli to the taxation of business would 
result in taxes be ing Ic vic e! on the ac tual profit rather than 
on the fictitious figure* of the “annual profit'’. This would 
make it pc^ssible to use cyclical taxation to bring about 
capital investment in depression ve ars. To-day we tax all 
annual profits beyond an often insufficient provision for 

• It hardly needs emphasizing that this is not an attack on New Deal 
fiscal policy, critical as I am of it The ealendar-vear approach uas used 
lU just the same way and ^^^th the same results under Herbert Hoover 
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depreciation. Thus business — csj>ccially with the present, 
almost confiscatory tax rates — can normally neither 
provide for the risks inherent in expansion nor accumulate 
the capital reserve with which to finance it. 

Under a system of cyclical taxes there would be no 
conceivable reason why rcser\Ts made out of annual profit 
'^hould be limited to minimum depreciation needs. We 
could allow business, whether big or small, to set aside for 
future contingencies as much as they consider advisable — 
if they set aside too much, the government would regain 
its lost tax income a few years later anyhow. And that 
would make it possible to encourage and to reward the 
vetting aside of reserves out of current profits as a basis 
for a positive unemployment policy. 

The Employment Fund 

To prevent unemployment, business should Ik* exempted 
from taxes on re serves for future contingencies set aside out 
of current profits. These re.serves would become taxable, 
however, unle^^s they were actually used within a specified 
period — say ten years — either to offset losses or for em- 
ployment-creating capital investments, such as investments 
in new equipment, new plants, new products and pro- 
( CS.SCS. We should put a positive reward on the use of such 
reserves for employment-creating investments in de- 
pression times — perhaps something like a discount of ten 
cents on the current tax for every dollar spent productively 
during a basiness recession or depression. At the same 
time wc should penalize heavily the hoarding of these 
reserves in times of slack employment. 

By means of such a policy, we would force basiness to 
work out long-term plans for capital investment. This 
would on the one hand lessen the danger of over- 
speculation or boom. On the other hand it would greatly 
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reduce the danger of defeatist under-investment in a 
depression, that is at a time when without such plans and 
without a concept of a long-term rate of business profit- 
ability, nobody dares to invest. We would also create in a 
few years a revolving fund'available for capital investment 
that would be more than ample to provide the necessary 
expi ndilure in producers’ gfiods even during the worst 
depression year. Let us assume corporation profits before 
taxes of twelve billion dollars a year — a very low estimate 
which implies a sharp falling off of business volume in the 
post-war period. We could then expect annual reserves of 
at least three billion dollars over and above the de- 
preciation provisions. Within five years (except during a 
depression) we would have accumulated a capital invest- 
ment fund of fifteen billion dollars w'hich is more than the 
amount of capital expenditure that, if spent in 1932, 
would have converted a period of intense depression and 
unemployment into one of high business volume and full 
emph)yment. Actually, if such a fund existed and were 
used, we should never have to fear a collapse like that of 
1932. The existence of the fund alone, and its impact on 
the economy in the early stages of a depression should be 
enough to prevent the psychological collapse which makes 
a depression chronic. In fine, such a fund without costing 
the taxpaye r one cent,* would perform efficiently and 
effectively the job that the government planners propose to 
perform by means of deficit-financed public works; and it 
would do so without any of the social and political 
dangers inherent in public work''. 

• Any part of tho fund not iiscel for empIoNTTicnt-crt'ating investment, 
would become taxable at the full rate within ten vears. thus tax pav- 
mont vNOuld onlv be postponed. And that j»art that is being used would 
simplv take the place of government expenditure — likelv to be much 
larger than the uncollected t.ix which would niherwise be needed in 
depression years. 
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To give such a policy maximum effectiveness, the funds 
set aside for capital investment might serve as the basis for 
a guarantee of employment in poor years. Ever^^body 
knows that unemployment insurance is not an insurance 
against unemployment at all. It gives money instead of a 
job; but money payments, even if the rates arc high, do 
not make good the loss of standing in family and com- 
munity and the loss of self-respect w'hich follows the loss ol 
work. Also, no unemployment insurance can possibly 
provide against more than temporary unemployment. 

Our Social Security laws admit that frankly; yet the rate 
the law aims at is ba^ed on the fantastic attempt to 
provide l)y in^^urance against a general catastrophe — 
about as sensible as if marine insurance rates were to be 
based on the risk of simultaneous and total loss of all ships. 
The resultant compromise-rate between a premium that 
would correspond to the normal risk of te mporary 
unemployment in a going economy, and the rate that 
would correspond to the risk of general and permanent 
unemployment — which on an actuarial basis might 
approach a premium several times the ( urrent wage — is 
far too high for the ordinary insurance purpose' and 
ridiculously low for the pretended purpose. Small wonder 
that the application of this legal rate has had to be 
postponed year after year. The same criticism applies to 
the Beveridge plan. 

This dws not mean that unemployment insurance is 
worthless; but it applies properly to transitory short-term 
unemployment in a going economy. Any need over and 
above that would have to be satisfied out of reserve funds 
which actually provide jobs. Such a reservoir could be 
created if busint ss were permitted to set aside, free of 
taxation, funds ear-marked for employment-creating 
purposes. If such funds exist, business could guarantee 
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Jobs to its workers — not indefinitely, and not to all, but for 
a considerable period varying with the length of service. 

Moreover, such an investment and employment 
reservoir might have d marked and beneficial effect on 
union wage policies. At present the union automatically 
demands an increase in wage rates in good years, even 
when living costs are not rising. Yet it also fights against 
any decrease of the wage rate in bad years. The wage 
structure thus acquires a rigidity which is one of the 
greatest obstacles to recovery in a depression; for it 
prevents an adaptation of industry’s major cost factor to 
economic conditions. 

Intelligent union leaders know very well that this policy 
is harmful not only to the economy, but to labour itself 
But under present conditions they could not change it. 
One reason is that the more members of a worker’s family 
arc out of work, the greater the demands on the pay 
cheques of those who still have a job. For the w^orkcr the 
economic unit is the family, and the income that matters is 
family income. This was shown clearly in the early years 
of the Nazi regime in Germany. Hitler cut w^age rates 
sharply below the union-maintained levels of 1932. At the 
same time armaments production and the building up of a 
huge army and an equally huge bureaucracy soon restored 
employment. As a result, the average German worker felt 
that his income, that is, family income, had been increased 
by the Nazi regime which greatly puzzled foreign 
observers who only saw the slash in the individual worker’s 
pay cheque. 

If only one out of three working members of a family 
becomes unemployed, the family income is cut by one 
third — and few working-class families have enough of a 
margin in their budget to stand such a cut without under- 
going real hardships. To maintain the w age of the two 
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members who art* still employed, thus appears the least 
that can be done for the wwker. If there only would be a 
reasonable chance that numerical employment could be 
maintained, labour might be able and willing to agree to 
take cuts in the wage rate during bad times; and an 
investment and employment reservw would provide the 
assurance of maintaining numerical employment. 

In addition, such a reserve fund might answer labour’s 
main argument for economically unjustified wage in- 
creases in good years — that tlie worker has to provide an 
emergency fund during good years in view of the uncertain 
nature of liis employment. Altogether an employment 
reserve would give the worker a feeling of security which 
should go a long way towards counteracting that psy- 
chological defeatism which is so largely responsible for the 
depression’s tendency to become permanent. 

There are probably serious objections to this plan; 
certainly a great deal of expert work would have to b<‘ 
done before it could be put into action. But it is not 
offered as a final solution, nor is it pretended that by itself 
it will be sufficient. It is pre.scntcd only to show that it is 
possible to control cyclical depre.ssions in a free-enterprLse 
economy, provided indastr>' and government ase 
imagination and initiative. 


Expansion 

A full-employment policy mast not only overcome 
cyclical depressions. It mast also provide for the constant 
expansion of oar economy to keep step both with the 
increase in the working population and with the con- 
tinuous increase in productivity per man-hour which may 
cause technological unemployment. During the last ten 
years, it has become popular to assert that ours is a 
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“mature economy” which can no longer rely on automatic 
expansion and which must substitute government action 
and control for our traditional trust in natural growth. 

This assertion rests on two premises: that American 
expansion in the past was largely based on the appro- 
priation and over-rapid exploitation of nature’s bounties 
which can no longer be continued without serious 
depiction of the nation’s natural capital; and that the 
major areas of economic expansion lie in fields which 
cannot be adequately worked on the basis of our existing 
system of distribution. These premises arc, broadly 
speaking, correct; the question is only whether they lead to 
the conclusion that economic expansion is to be obtained 
only from government intervention and control. 

It is certainly true that in the interest of its national 
survival this country can no longer permit the depiction of 
such resources as soil, forests or petroleum. The main 
source of future expansion must be the accumulated 
reserves of created capital, that is, profits, and the 
initiative and imagination of the country’s inhabitant^. 
To say that a country in this position has reached the state 
of maturity in which its economy cannot grow is nonsense. 
According to this assertion a country like Germany could 
never have become a major industrial producer. Her 
industry was built up in the fifty years before the first 
World War with meagre and carefully husbanded natural 
resources. 

Tlie correct conclusion, as has been said once before, is 
that in the future we will have to rely to a greater extent 
on the capital accumulated out of current profits. Even if 
wc assume that the rate of expansion in the future will be 
less tlian it has been in the past, we shall need a higher 
profit margin coupled with a fiscal policy which puts 
p)Ositivc rewards on the use of profits for future expansion. 
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We must also adopt a new jxilicy of conservation 
towards young and growing businesses. We have become 
conservation-conscious in respect to the resources supplied 
by nature. But we are still unbelievably spendthrift wdth 
the resources supplied by man, that is, imagination, 
courage and initiative. In the future, these man-made 
economic assets will become the n^orc important, the more 
we have to conserve our natural resources. If we do not 
protect and conserve these assets wc shall exploit and 
exhaust them even more rapidly than we have been 
depleting our resources of iron ore or p>etroleum. While 
wc may expect human ingenuity, initiative and imagina- 
tion to find substitutes for exhausted natural resources — 
within limits, of cour^'C — there is no substitute for the 
human resources of a society once they have been choked 
off. Hence the argument of the mature economy do('s not 
lead to a demand for government planning or control but 
on the contrar)^ to a demand for the encouragement and 
rewarding of individual enterprise and initiative. 

Our present fiscal policy docs its best to stifle new 
ventures. Instead of building them up, it loads on their 
shoulders the full burden of a grown and ( stablished 
basiness. New ventures should lie exempted from 
taxation entirely for the first decade, at least they should 
be allowed to deduct in full all loss incurred during that 
formative period. At the same time — and this is largely a 
task for private business — we have to make it possible for 
such new ventures to obtain equity capital. To-day — as a 
result of our tax policies as well as of a bureaucratic 
approach to banking policy — there are no sources of 
capital for new ventures. That such capital can be* 
supplied, is shown by the fact that General Motors 
successfully supplies equity capital to dealers within the 
limits of ordinary banking risks and profits. But before this 
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example could be copied on a large scale, wc would have 
to alter radically our fiscal mentality and policy. 

The doctrine of the mature economy asserts that the 
major areas of economic ( xpan^ion open to as to-day 
cannot worked satisfac torily under tlie present dis- 
tribution system. This assertion leaves out entirely the 
possilulity of developing new major inclastries — aviation, 
electronics, ra w source s of energy^ — which so far in the 
history of mod<‘rn economic life have al way's sprung up to 
confound the prophets (>f stagnation. But no policy can 
reasonably ]>e based upon the assumption that wc will got 
new industries in the future because we have always got 
them in the past. We therefore have to agree that the 
greatest unfulfilled needs of our economy, except for war- 
created shortages, may lie in areas such as housing, where 
private <mt< rprise has not so far built up a distributive 
system capable of satisfying the tremendous latent 
demand, 'i’he reason for this is that our distribution system 
IS largely geared to individual market action alone. 
Demands like that for housing cannot however be easily 
satisfied by the isolated action of the individual in the 
market. 

We know tliat lioasc s can Lk' built very cheaply — cheap 
enough to bring gcKKl new housing within reach of all but a 
small portion of the population — provided that tlicy are 
mass-pnxiuced and mass-assembled. This means the 
removal of those union restrictions which to-day prevent 
d\c use of efficient building methods and of cheap building 
materiiils. It also means tliat cheap housing can only be 
achieved if a large number of units are put up at the same 
time togctlier with an organized system of transportation 
and sewage dispos;il, with hospitals, sch(X)Ls and stores. 
The economics of housing are not so very difTcrent firom 
those of railway transportation, or electric power supply, 
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none of which can be provided for an isolated individual 
consumer though the economic satisfaction they give is 
individual, not group, satisfaction. The question is only 
how to organize this community action for individual 
^ atisfaction, that is, how to miike possible mass production 
and mass assembly. 

Compared to other (xoiiomic problems solved success- 
fully in the past, tliis problem of organization is a simple 
matter. One w'ay to solve it was shown by the insurance 
company tliat built the New York housing deve lopment of 
Parkchester. Community projects can be financed by 
institutions like insurance companies or savings banks, 
which administer the accumulated savings of the com- 
munity. Another w^ay would be througli the organization 
of local co-ope ratives for specific kx al projects. This 
would require positive action on the part of the goveTii- 
ment in the form of special tax exemptions. The govcTii- 
ment woultl also have to supply expert advice and 
assistance, perhaps mcKlellcd after that most successful of 
all government agencies, the County Farm Agent. It will 
be necessary in poorer regions to supplement local capital 
resources with loans and grants-in-aid iVom the govern- 
ment. But wliilc there is a fertile field for federal 
encouragement, advice and help, there dex^s not seem to 
be any necessity for large-scale direct government action 
in order to make effective the latent demands of our 
economy on the satisfaction of which economic expansion 
seems to depend. 

The Economic Policy of a Free- Enterprise Society 

To sum up: If we have no workable policy to overcome 
serious long-term unemployment the government .will 
assume control of the national capital-goods investment in 
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the next major depression. We will be forced into a 
collectivist economy. This is inevitable not only because of 
the popular pressure for a working depression policy, but 
also bccaasc long-term mass-unemplo>Tiient threatens the 
cohesion and survival of the social fabric. And the first 
duty of any government is to the survival of the body 
politic. 

But we can overcome a depression and provide em- 
ployment as well or better within the framework of a free- 
enterprise system. In the first place, the mere switch to 
collectivism would not automatically eliminate depression 
and the need for a depression policy, as some of the 
advocates of planning contend. We would sdll have to 
solve all the problems of procuring and maintaining 
capital-goods investments. For the depression itself is not 
just the result of the structure of the free-enterprise system. 
Secondly, the only way to overcome a depression, to 
increase capital investment to its normal level, is as open 
to a free-enterprise system as to a collectivist one. The 
questions involved are all of a technical nature, and can be 
solved under any system provided the economic resources 
arc given. If we succeed in mobilizing the resources of a 
free-enterprise economy to maintain and to expand 
capital investment, we shall not only avoid the economic, 
social and political dangers of the collectivist solution. 
Wc shall have made sure that there is always an answer to 
that most urgent and so far unanswered question: what 
< apital goods shall we produce? The answer will not be 
armaments, as seems almost inevitable under a collectivist 
government, but production that is based on the needs of 
the individual consumer and that leads to greater national 
wealth. 


There is no inherent and unavoidable conflict lx*tween 
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the basic requirements of social stability and functioning 
and the basic requirements of corporate stability and 
functioning; harmony can be established between the 
needs of society and the purposes and needs of the large 
corporation. Tlierc will, of course, always be much room 
for disagreements on specific issues and on the exact line to 
follow in each concrete case. But this conflict need not 
extend to fundamentals. A free-enterprise economy which 
organizes its industrial resources in large corporations, 
and a stable and strong society arc not only compatible, 
they arc complementary. Above all, profit and profit- 
ability arc not inimical to the best interests of society but 
essential to its well-being and very existence. Profit is 
society’s insurance against the risks of economic life. And 
as the only source of capital formation, it is the basis both 
of all economic expansion and of any workable depression 
and full-employment policy. 

There are five pillars on which an economic policy for a 
free-enterprise society rests. 

(i) It must have a working full-employment policy. 
Without reasonable full and stable ( mployment, we could 
actually not have an economic policy at all but would b(‘ 
forced to rely on improvisations and emergency measures. 
Without such a policy, free enterprise will not be main- 
tained in any industrial country whaU ver the arguments 
against its abandonment or against collectivism. On the 
other hand, we can say that as far as this country is 
concerned, no successful full-employment policy can be* 
wwked out except on the basis of the free -enterprise 
system. Any full-employment policy based on collectivist 
principles seems likely, for a considerable time to come, to 
run afoul of the beliefs and desires of the American people 
and might thus well be reduced to ineffectiveness. A full- 
employment policy which promises to overcome the 
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the next major depression. We will be forced into a 
collectivist economy. This is inevitable not only because of 
the popular pressure for a working depression policy, but 
also because long-term mass-unemployment threatens the 
cohesion and survival of the social fabric. And the first 
duty of any government is to the survival of the body 
politic. 

But we can overcome a depression and provide em- 
ployment as well or better within the framework of a free- 
enterprise .system. In the first place, the mere switch to 
collectivi.sm would not automatically eliminate depression 
and the need for a de pression policy, as some of the 
advocates of planning contend. We would still have to 
solve all the problems of procuring and maintaining 
capital-goods investments. For the depression itself is not 
just the result of the structure of the free-enterprise system. 
Secondly, the only way to overcome a depression, to 
increase capital investment to its normal level, is as open 
to a free-enterprise sy-^tem as to a collectivist one. The 
questions involved arc all of a technical nature, and can be 
solved under any system provided the economic resources 
arc given. If we succeed in mobilizing the resources of a 
free-enterprise economy to maintain and to expand 
capital investment, we shall not only avoid the economic, 
social and political dangers of the collectivist solution. 
We shall have made sure that there is always an answer to 
that most urgent and so far unanswered question: what 
I apital gocKls shall we produce ? The answer will not be 
armaments, as seems almost inevitable under a collectivist 
government, but production that is based on the needs of 
the individual consumer and that leads to greater national 
wealth. 


There i*^ no inhe rent and unavoidable conflict between 
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the basic requirements of social stability and functioning 
and the basic requirements of corporate stability and 
functioning; harmony can be established between the 
needs of society and the purposes and needs of the large 
corporation. There will, of course, always be much room 
for disagreements on specific issues and on the exact line to 
follow in each concrete case. But this conflict need not 
extend to fundamentals. A free-enterprise economy which 
organizes its industrial resources in large corporations, 
and a stable and strong society are not only compatible, 
they arc complementary. Above all, profit and profit- 
ability are not inimical to the best interests of society but 
essential to its well-being and very existence. Profit is 
society’s insurance against the risks of economic life. And 
as the only source of capital formation, it is the basis both 
of all economic expansion and of any workable depression 
and full-employment policy. 

There are five pillars on which an economic policy for a 
free-enterprise society rests. 

(i) It must have a working full-employment policy. 
Without reasonable full and stable emplovTnent, we could 
actually not have an economic policy at all but would b<‘ 
forced to rely on improvisations and emergency measures. 
Without such a policy, free enterprise will not be main- 
tained in any industrial country whatever the arguments 
against its abandonment or against collectivism. On the 
other hand, we can say tliat as far as this country is 
concerned, no successful full-employment policy can be 
worked out except on the basis of the free -enterprise 
system. Any full-employment policy based on collectivist 
principles sec ms likely, for a considerable time to come, to 
run afoul of the beliefs and desires of the American people 
and might thus well be reduced to ineffectiveness. A full- 
employment policy which promises to overcome the 
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nightmare of chronic unemployment, and which at the 
same time bases itself on the free-cnterprisc system, is the 
only one that can be effective in this country. To show 
that such a policy can be attained has been the puipose 
of the preceding pages. To work it out is the most urgent 
ta*vk of domestic policy — a task for government and 
business alike. 

(2) A workable economic policy requires the clear 
determination of those spheres in which the survival 
interest of society demands collective political rather than 
individual economic action. In these spheres the govern- 
ment must assume direct control and must pursue a 
vigorous, rf)nstructive policy. National defence or the 
administration of justice are obvious examphs, as arc the 
‘‘internal improvements’' which set the frame for in- 
dividual economic action. These tasks should be worked 
out clearly and should be made the unambiguous re- 
sj>onsibility of strong government agencies equipped for 
decisive ac tion. They should be seen not as compe ting 
with, but as complementary to, tlie sphere of free enter- 
prise and of individual decision. 

(3) There are some very imjx^rtant areas of economic 
life which, in the interest of economic efficiency, should lx* 
organized on the basis of economic rationality, that is on 
and by market price, but which must also be protected 
against the market in the interest of social stability or of 
social justicx. The clearest examples in this country 
to-day are to be found in farming where the family farm 
has to be protected for social reasons against the full and 
immediate effects of technological progress which threatens 
to destroy it. 

How much political intervention is desirable — if it is 
desirable at all — is a question that has to be decided 
pragmatically from issue to issue. But whatever the 
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decision is, political action in such matters should not take 
the form of direct control and intervention. Government 
should confine itself to establishing the limits within which 
the free-enterprise sy^stem and the market are allowed to 
operate freely. Both for political and for economic 
rea.sons the proper and efficient economic regulation must 
not work through administrative control and interference 
but through the legislative and judicial determination of 
the limits and conditions under which business is to 
op>erate. 

(4) One of the most important tasks of such regulation 
— and one w'hich is in the intere<;t of free enterprise itself— 
is the prevention of monopoly. But we have to be careful 
not to confiLsc monopoly which is always anti-siKial, with 
mere bigness which can be made into a social asset 
through decentralization. We also have to differentiate 
Ix^twcen genuinely monopolistic practices and attempts on 
the part of business to promou* social stability through 
long-term price, sales and employment policies which by 
attempting to put economic action on the basis of tlie 
business cycle — instead of the calendar year f)r the season 
— promote the best interests of society. 

(5) Finally, we should centre our economic policy on 
the conservation of our human and man-made economic 
assets. This means the adoption of a fiscal policy and 
mentality which encourages the accumulation of capital 
resources for future capital investments. It also means 
adopting a positive policy of stimulation and encourage- 
ment for new ventures and for young enterprises and the 
supply of equity capital to them on a free-enterprise basis. 

One reserv^ation mast, however, be made to our 
statement that there is no conflict between the needs of 
free enterprise and those of modern industrial society. 
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The harmony without which there can be no free- 
enterprise economic policy is possible only as long as (a) 
our society continues to Ixlieve in economic progress as 
goofl, and (b) as long as social survival docs not demand 
full control of the entire economy by the state. A frec- 
enterprisc society would become impossible if we had to 
live under total depr<!Ssion or total war. 

If we do not succeed in overcoming depressions our 
society will almost certainly make economic security 
rather than economic progress the goal of economic 
activity. This could be accomplished only by the 
elimination of risk and chance, the abolition of change — 
and with it of expansion — and the “freezing” of pro- 
ductive tecliniques. It would also mean that the goal of 
economic activity is no longer seen in the satisfaction of 
the economic wants of the individual consumer. The 
profit motive as the mechanism through which individucil 
actions are made serially effective, and the marke t as the 
institution of economic rationality, would both cease to 
make sense socially. The free-enterprise system would no 
longer fulfil basic social needs in fulfilling itself; its needs 
and requirements would appear to be in conflict to 
society’s needs. Also, the government would be forced to 
take control of the economy if we do not succeed in 
ov<T('oming de pressions otherwise. For if mass un- 
employment bexomes chronic the survival of society 
de mands < e)llee tive political control over the whole of 
e‘ce)noinic life*. 

A much more si rie)us threat is that of total war. Not 
e)nly can we overcome depressions on the basis and with 
the resources of the* free -enterprise system. There will also 
be powerful political resistance against a collectivist 
depre-ssion policy — although it is unlikely to prevail if the 
de pression lasts long enough. If we have to live under the 
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threat of total war we shall, however, not only have 
political pressure for complete state control. The objective 
requirements of modern total war are such tliat it requires 
that all economic goals be subordinated to the collective 
goal of national survival and that all economic activity 
^ controlled by the central government. To let the 
economic wants of the individual consumer decide 
production and distribution becomes absolutely im- 
possible under tlie technological conditions of modern war- 
fare. For even the wealthiest and strongest country is 
forced to devote more than half of the nation’s resources 
to war production which has to be under cenlralized 
government control. By contrast, nineteenth century war- 
fare rarely employed more than one eigluh of a belligerent’s 
productive resources, usually much less. And it is un- 
likely that the rapidly expanding military and naval 
technology of the late seventeenth and early eighteenth 
century which a historian of Tawney’s rank holds largely 
responsible for the rise of Enlightened Despotism and 
i'cntralized government, ever absorbed more than a 
quarter of the resources of a major country not e xcluding 
FVance during the ruinous wars e»f Louis XIV. According 
to Delbrueck, Germany’s fe)remost historian e>f war- 
fare, Frederick the Great amazeel everybody in his 
“total Wars”, by mobilizing almost one third of the 
economic resources of his p(X)r anel backward Prussia 
for war purposes. Indeed our time is uripn cedcnted 
both in the demands military technology makes upon 
the econe)my and in the ability “totally” to ejrganize 
the economy for the satisfaction eT the demands. But 
even if civilization should survive free enterprise would 
certainly be a ca'-ualty in the fir^t “atomic war”. 

To develop in this country an economic policy which 
will give us a functioning industrial society based on 
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free enterprise and the modern corporation, will not 
eliminate war, but it will greatly contribute towards 
world peace and stability — ^perhaps more and more 
directly than anything else in the United States could do 
by itself. 
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